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Food Stamp Privatization

Talking Points

6/12/97

Wi privabealic

The Administration believes that allowing a state to privatize food stamp
operations would not be in the best interests of program beneficiaries and
will oppose amendments allowing states to do so.

Current food stamp law makes clear that eligibility determination must be
performed by impartial, merit-based public employees.

The Administration rejected Texas’ request for food stamp and Medicaid
waivers on the ground that discretionary judgments about eligibility for
federal benefits should be made by public employees, and that privatizing
such functions may not be in the best interest of program beneficiaries.

The Administration will oppose amendments for the same reason. A draft
amendment the Administration has seen allows private entities to perform
functions integrally related to the food stamp eligibility determination
process, such as obtaining and verifying information about income and other

eligibility factors.

Without this amendment, states can still privatize all aspects of the
Temporary Assistance for Needy Families program. They can also hire
private firms to design and operate information systems, develop and
recommend revised eligibility processes, and provide management training

and assistance.

Texas Amendment | Administratio
Allows Private Contractors to: Proposal n Position
Obtain and Verify Yes Yes No
Information used to
Determine Eligibility
Determine Eligibility Yes No No
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Record Type: Record

To: See the distribution list at the bottom of this message

cc: Bruce N. Reed/OPD/EQOP, Elena Kagan/OPD/EQP, Diana Fortuna/OPD/EOP, Cynthia A. Rice/OPD/EOP
Subject: Opposing welfare privatization in House Ag Cmte SAP

As you all know, the Administration vigorously opposed an effort by the state of Texas to privatize
the benefit eligibility determination process for food stamps and Medicaid. HHS sent an official
letter to the state of Texas outlining our position on May 13th and Erskine Bowles and Bruce Reed
then met with members of the Texas delegation to explain our position.

Rep. Ste B language last night of a proposed amendment which is contrary
to our position. We believe we have no choice but to state in our SAP ta the House Agricylture
Committee that we would oppose such an amendment if offered. We did make a similar
statement in a May 7th appropriations SAP (to a different version of a privatization memo that
applied only to Texas).

| apologize in advance if you all are already working along these lines, but with so many SAPs in
the works, | wanted to ensure that our views were understood.

Message Sent To:

Jacob J. Lew/OMB/EOP

Jill M. Blickstein/OMB/ECP
Joshua Gotbaum/QMB/ECP
Kenneth S, Apfel/OMB/EOP
Barry White/OMB/EQOP

Keith J. Fontenot/OMB/EQP
Jeffrey A. Farkas/OMB/EQP
FOLEY M @ A1 @ CD @ LNGTWY
Anne H. Lewis/OPD/EOP
Emil E. Parker/QPD/EOQP
Matthew McKearn/OMB/EOP
Joseph M. Wire/OMB/EOP
Jill M. Pizzuto/OMB/EOP
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DRAFT STATEMENT ON PRIVATIZATION FOR SAP
6/11/97 5:30 pm

The Administration understands that amendments may be offered which would
allow food stamp operations to be privatized. While certain program functions,
such as computer systems, can currently be contracted out to private entities, the
certification of eligibility for benefits and related operations (such as obtaining and
verifying information about income and other eligibility factors) remain public
functions. The Administration is concerned that changes to current law would not
be in the best interest of program beneficiaries, would strongly opppose such
amendments.
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Diana Fortuna
06/11/97 11:25:22 AM

Record Type: Record

To: Bruce N. Reed/OPD/EQP, Elena Kagan/QOPD/EQP

cc: Cynthia A. Rice/OPD/EOP
Subject: Privatization language

We've talked to OMB and believe this language essentially puts into law the compromise we put
forth in our memo.

Keith says that Martha Foley will probably argue that we shouldn't offend Stenholm by criticizing
his privatization language in our SAP. So she is key IF we decide we want this in.

FY! on other, unrelated language in the Stenholm draft: It would cap state food stamp
administrative costs at 102% of current levels plus inflation and caseload. This is to address the
fact that states now have an incentive to shift welfare admin costs to food stamps and Medicaid,
because TANF caps admin costs at 15% of the total. CBO has scored this at some huge amount.
Keith says he doubts OMB would support this, even though it has a certain budget policy logic to
it. The big problem is that the states will hate it. Also, he says that the plan is for the money
saved to go to other non-welfare things in the ag bill -- cotton, etc.
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CQ’'s WASHINGTON ALERT 05/27/87
*++ PULL REPORT -- DIGEST, LEGISLATIVE ACTION, COSPONSORS, SPEECHES #*+#
MEASdRE: HR1709 |
SPONSOR: Archer (R-TX)
OFFICIAL TITLE: A bill to permit any state to use nongovernmentél

persconnel in the determination of eligibility under the
Medicaid, food stamps, and WIC programs.

. INTRODUCED: -  05/22/97
COSPONSORS : 14 (Pems: 2 Reps: 12 Ind: 0)
COMMITTEES: House Agriculture

House Commerce
House Education and the Workforce

RELATED BILLS: See 5787
LEGISLATIVE ACTION:

05/22/97 Referred to Committee on Agriculture, Comwmittee on
Commerce, Committee on Education and the Workforce (for a
period to be subsequently determined by the Speaker, in
each case for consideration of such provisions as fall
within the jurisdiction of the committee concerned) (CR
p. H3201)

05/22/97 *** Related measure (S787) introduced in Senate. *¥«

05/22/97 ARCHER, R-Texas, House speech: Introduces the Welfare
Flexibility Act. (CR p. E1039)

05/22/97 Original Césponsor(s): 14 - '
Armey (R-TX) Brady - (R-TX) Johnson, Sam (R-TX)

Barton, J. (R-TX) Combest (R-TX) Sessions (R-TX)

Bliley (R-VA) Delay (R-TX) : Smith, B. (R-OR)}
Boehner (R-OH) : Granger (R-TX} Stenholm (D=TX)

Bonilla (R-TX) . Hall, R. (D-TX)

There are no more items to display.
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CQ‘'s WASHINGTON ALERT 05/27/97

HR1709 Archer (R-TX) 05/22/97 (?72? lines)
Introduced in House :

'

A bill to permit any'sl:a'te. to use hongovernmental personnel in the .
determination of eligibility under the Medicaid, food stamps, and WIC:
programs. ’ .

tk* Full text not yet available *+x*
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INTRODUCTION OF THE WELFARE FLEXIBILITY ACT
*House speeches & inserts* ,
(CRTEXT 05/22/97 p.E1039; 77 lines.)

Insexted text is preceded and followed by this symbol:#.
Item Key: 10720 .
| [PE1039]
INTRODUCTION OF THE WELFARE FLEXIBILITY
ACT

- o

HON. BILL ARCHER
OF TEXAS

IN THE HOUSE OF REPRESENTATIVES

Thursday, May 22, 18387

# Mr. ARCHER. Mr. Speaker, today I along with several of my colleagues
are introducing the Welfare Flexibility Act. #

# During the 104th Congress, we passed and the‘President signed-
legislation "ending welfare as we know it." The principle of this legislation
is to enable States to offer creative and innovative means for providing aid
to citizens in need. Unfortunately, the President has blocked Texas’ efforts
to move forward with their reform proposal. A proposal that Deputy
Secretary-Designate of Health and Human Services Kevin Thurme called
- innovative. # :

# Therefore, I have introduced legislation that will permit any State to
privately contract for the delivery of welfare benefits. In Texas, this
legislation will have dramatic 1mplicatlons. Instead of beneficiaries
traveling from agency to agency to enroll in various programs, they w111 now
be able tco "one-stop-shop" for all benefits. #

# Additionally, it is my understanding from Governor Bush that the Texas
welfare proposal will save the State nearly $10 million a month by
eliminating unneeded’ and duplicative services. The Governor has committed
thegse funds for providing health care to poor children; a goal I'm certain we
all recognize as commendable. # '

# I also believe that this legislation will benefit many other States that
are seeking the opportunity to design a welfare system that will best serve
their needs. Among them, Florida, Arizona, and Wisconsin are all attempting
to move forward with innovative proposals. This legislation will give them
: the foundation they need to help their citizens in need. #

7'd WO 4 WdZt "@L1 SBEIL-PB-5
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# In closing, I am disappointed that statutory change -is required to give
these States the ability to implement what I thought was the intent of the
last Congress’ actions. However, I am certain that we will be successful in
passing this important bill and I look forward to having my colleagues, on
both sides of the aisle, join me in support. #

# This legislation has been scored by the Congressional Budget Office as
revenue neutral, and I submit a letter from CBO Director June E. O’'Neill for
the RECORD. # _ ‘., . . .

U.s. CONGRESS,

CONGRESSIONAL BUDGET OFFICE,
Washingten, DC, May 22, 19%7.

Hoen. BILL ARCHER, .

Chairman, Committee on Ways and Means, U.S. House of Representatives,
Washington, DC.

DEAR MR. CHAIRMAN: At your request, CBO 'has reviewed a draft bill that
would allow any state to use nongovernmental personnel in the determination
of eligibility under the Medicaid, Food Stamp, and Special Supplemental
Nutrition Program for Women, Infants, and Children (WIC) programs. Although .
the bill could either increase or decrease spending for these programs, CBO
estimates that it would have no net effect on federal spending compared with
current law. : _

Sincerely,
JUNE E. O’NEILL.

There are no more items to read.
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CQ’s WASHINGTON ALERT 05/27/97

REPORT -- DIGEST, LEGISLATIVE ACTION, COSPONSORS, SPEECHES *++*

t++ FULL

MEASURE : 8787

SPONSOR : Gramm (R-TX)

OFFICIAL TITLE: A bill to permit any state to use non-governmental
personnel in the determination of eligibility under the
Medicaid, Eood Stamps, and WIC programs.

INTRODUCED: 05/22/97

COSPONSORS : 1 (Dems: © Reps:ll Ind: 0)

COMMITTEES : Senate Finénce

RELATED BILLS: See HR1709

LEGISLATIVE ACTION:

05/22/97
0s/22/397

05/22/57

7z -

Referred to'COmhittee on Finance (CR p. S5001)
++*+ Related measure (HR1709) introduced in House. %+

Original cosponscor(s): 1

Hutchison, K. . (R-TX)
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**x*¥ Full text not yet available *+¢
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[PISCUBSION DRAFT] .
June 10, 1097

At an appropriate plaee; tgert. the following (and
- maka such teshnical qnd conforming changes as may be
appropriate):

snc.-.smmminonmmmw&mm
MINISTRATIVE ACTIVITIES BY CONTRACT.

Bection 4(e) of the Food Stamp Aot of 1977 (7

U.S.C. 2013(c)) is amended— -
(1) by inserting “(1)" after “(c)”, and
(2) by sdding at the end the following:

“(2) APPROVAL OF STATR CONTRACTS.—A) Not-
withstanding any other provision of thig Act, such regulia-
tions shall permit the State agency to eater into contracts
approved by the Sacnemry in ascordance with. subpara-
graph (B), with gavernmenml or nongovernmentsl entities W
to undertake certification of applicant households (insfud-
ing verification of imm?xe a.nd other eligibility factors, and
providing notice of expiktion of certification) nuder the
food stavap program, but the State ageney itself shall—

“(i) determine the eligihility of sach households ¢
17 to particpate in su(.h program; and

- - R B Y R O R

et gk gt gt . pma e g
S W P W N e O

Junw 10, 1807 (1020 am)
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2

i “(ii) bold any hearing or redetermination that
2 relates to eligihility or to allotments, '

3 “(B) The Secretary shell approve a contract

4 seribed in subparagraph (4), and may approve such con- -

S traet only, if the Secretiry detertaines that— |

6 “H(3) hﬁplmentanion such contract will not

Vi reduce, or adversely affect, sevvioes that would

8 otherwise be provided directly w applicsnt

9 householde by the State ageney;

10 “(id) the legialature of the State reviewed[,
11 or. has anthority to W,] sach contract; and
12 (i) such conu'act-—

13 “ apeciﬁea that the aafegunrds de-
14 seribed B sdetion 11(e)(8) aud coutained
18, mthaSta:beplanwﬁlapplytoallpamm
16 * to such contrict; o.nd

17 “) provxdea adequate protection to
18 the Seeretary and to the State agendy for
19 negligence or fraud that may be committed
20 in the implementation of snch contrect.”.
21

BEC. . LIMITATION ON REIMBURSEMENT FOR ADMINIS.
23 (8} LiMITATION.—SBection 18 of the Food Stamp Act
24 of 1977 (T U,8.C. 2025) is amended—

X

Jurw 10, 1097 (1020 am)
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! (1) in the Ist sentsuce of subsection (8) by
2 striking “The” and inserting ‘‘Sulyject t0 subsostion
3 (k) the”,
4 (2) in the lst sontence of subseotion (g) by
§  styiking “The” and fiserting “Subject to subsection
6 (k), the”', and
7 (3) by. edding at the end the following:
8 “(k) LMiTATION ONl RRIMBURSEMENT FOR ADMIN-
9 1BTRATIVE CORTS.-~For each fiseal year begirming after
10 September 30, 1997, the aggregate amount the Socvetary
{1 mey pay under subsections (a) and (g), excluding any
12 amount authorized to be paid wnder the proviso to snb-
13 section (a), to a State shallnot excoed 102 peresut of the
14 aggregate amount the Secitary paid to the State ander
1S soch gubsections (excluding the amount (if any) paid to
16 the State ider such proviso) for fiscal year 1996, ad-
© 17 justed on October 1, 1887, and on eack Ootober 1 there-
18 after, to peflect—
| 19 ‘(1) the percentage increase in the Consumer
20 Prios Index for All Urban Consumers publishied by
21 the Burean of Labor Statistics for the then precad-
22 ing 12-month pe‘noc‘i', and
23 “(2) the percentage change in the monthly av-
24 erage of the mumber of households participating in

Jure 10, Y7 (1820 )
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1 the food stawp prograwe during the then preceding
12-month period.”.

2

3 HBC. «— COORDINATION OF ADMINISTRATION WITH THE
4 AUMINISTRATION OF OTHER PROGRAME.

5 Seetion 11 of the Food Stawp Aet of 1977 (7 USL.
6 2020) is amended by addmg at the ead the following:

7 “(q) COORDINATION OF ADMINISTRATION.—The
8 State agency may ocoordinate its administration of the food
9 gtarmp program with the administration of any Federal or
10 State program that provides henafits on the bagis of need
11 if—

12 “(1) the requirements applicable to the admin-
13 istration of the food stamp program by the Btst;
14 agency are na:nsﬁad, and

15 2) as so coondinated, the administration of
16 thefoodst.ampprogrampmdeshmelymm'
17 andmrsenmtondequatelymeapphmt
I8 households and recipient hoassholds throughout the

19 State.”.

20 HEC. — STUDY OF EFFRCTS OF PUBLIC LAW 106-13 ON
21 TRE PARTICIPATION IN THE FOOD STAMP
22 PROGRAM.

23 Soction 17 of the Food Btamp Act of 1977 (7 U8.C.
24 2026) is amended by adding at the end the following:

Zme 10, 108Y (1020 )



JUN 10797 51:57 No.011 P.0b
I1D: :

F:\MB\STENHO\STENHO,002
b .
i “(y STy oF EPPECTS of PuBLic Law 104-183
2 on the Food Stamp Program.— ,
3 ‘(1) 8rUDY—The Secretary shall conduet @ °
4 study of the extent to which, and the ways in which, .
5 the Personal Responsibility and Work Opportunity
6 Raconeiliation Au; of 1996 (Public Law 104-198)
7 basaffected— '
8 “(A) the operation of this Aet;
9 *“(B) pariicipation in the food stamp pro-

s

10 gram and in any other program that incindes
11 besfits provided under this Ak end

12 " %(C) eligibility to participate in the food
13 stamp program and in any other program that
14 incudes benefits provided under this Act

15 “(2) RipoRts.—The Secretary shall submit, to

16 the Committee op-Agricnivure of the House of Rep-
17 resontatives and to the Committee on Agrieuiture,
18 Nutrition, and Forestry of the Senate, an interim ve-
19  port om the results of such study not later than
20 [date?] wuond a final report on the results of such
21 study not later than [datet].”.

22 S§EC. — COMMODITIES FOR EMERGENCY POOD ASSUST-
23 ANCE PROGRAM.

24 Sectiomn 27(a) of the Food Btamp Act of 1977 (7

R

25 U.8.C.2086(a)) is amended-—

June 10, 1997 (10:20 am.)
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1 (1) by stxiking “for each of the fiscal years
2 1997 through 2002, the Secretary shall purchase”
3 and inserting *the Secretary shall expend”, and

4 (2) by inserting’ “for fiseal year 1987, and
5 $150,000,000 for each of the fiscal years 1998
6 through 2(‘)02,:}0 purchage’ after “$100,000,000".

June 10, 1907 {1020 R}
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Effort to privatize welfare screening sent to Gov. Bush

Streamlining of pacts OK'd

By POLLY ROSS HUGHES
and KATHY WALT

Copyright 1997 Houston Chronicle Austin Bureau

AUSTIN - A bill allowing Texas 1o hire private coropanics to streamline the state's screening for welfare
programs is on its way to Gov. George W. Bush.

The measure, w}ﬁch calls for state lawmakers to clossly scrutinize each step of the projest, puts priority
on automarting the screening system but leaves the door opea for 8 more comprehensive takeover by
private corapanies later,

*We are very pleased that the Legislature approved overwhelmingly a bill that preserves Texas' options to
streamline and improve our welfare eligibility system,” said Bush spokeswoman Karen Hughes.

Meanwhile on Friday, state Sen. Teel Bivins, R-Amarillo and chairman of the Senate Education
Committee, was scrambling to salvage bills aimed at strengthening the state's so-called "zero tolerance "
policies that banish violent, disruptive, or substance-sbusing kids from regular ¢classrooms.

All but one of the zero-tolerance bills offered this scssion are stalled in the House, Bivins said. The Senate
on Friday followed his urging and sent to confersace committes the one bill that ig still alive. Bivins said
he hopes to amend it to pull in as much as possible from the doomead bills.

An earlier welfare proposal, backed by Bush, to let major corporations streamline and run the state's
screcning for welfare, Medicaid, food stamps apd assorted social service programs ran into trouble earlier
this month when the Clinton administration ruled it would violate federal [aws.

Under federal law, the state was told, government employees -- not private companies -- must decide
who is eligible for Medieaid and food stamps.

“This bill preserves that option (privatization of welfare screening) if our federal Congressional delegation
is able to get federal legislation which would overrule the Clintos administration,” Hugbes said.

Democratic lawmakers who sought legislstion to scele the projact back to a simple automation project,
had mixed interpretations of the intent of the compromise bill passed by the House and Senate.

“Most importantly the focus of the original privatization project has been parrowed to emphasize the
automation part of the project,” said Rep. Elliott Naishtat, D-Austin. "There are more options available
than I would have preferred, but with legiglative oversight flrmly in pisce, it's less likely that the scope of
the project will be expanded to go beyoad what the Legislature origmally intended *

Sen. Mike Moncrief, D-Fort Worth, said he remains concerned about where the ling is drawn between the
role of government and private companies. :

060297 09:01:07
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"It's a difficult balance,” he sid, calling the experiment "a potential minefield."

*As long as we make sure we put people first and dollars second I think we'l] stay on point,” Moncrief
said. *If we lose focus and we only become concerned about the bottom line of some of the major
corporations seeking these multi-billion dollar contracts, then we are going to find ourselves in deep
trouble.”

The bill, which Bush plans to sign, also requires cost-benefit analyses be made public before private
companies are contracted to create a one-stop shopping approach for welfare benefits.

*] wanted a bill the governor would sign. The governor wants better efficiency. I want better eficiency.,”
said Rep. Robert Junell, chairman of the House Appropriations Committee.

The legislation requires that, in addition to the govemnor, the Legislative Budget Board must approve the
project and a legislative oversight committee must monitor it and hold public hearings.

“The governor and the Legislature botﬁ nesd to be involved in those decisions because in my mind those
are raajor policy type decisions,” Junell said.

Among the zero-tolerance measures that Bivins hopes to salvage are those that would allow schools ta
expel students for misdemeanor drug and aleohol offenses and that would guarantee due process
procedures to students expelled from school.

Bivins also is trying to alleviate school administrators' concerns over provigions in existing state law that
they contend puts them in the position of having to determine whether a student's behavior constitutes a
felony offense befors the student is sent to an alternative education program.

On another key education bill pending before lawmakers, State Sen. Gregory Luns, D-San Antonio, on
Friday tried to kill a bill that would expand the charter school and public education grant programs -- the
only school choice bills still alive.

But Luna withdrew a technical challenge to the bill, which would allow the State Board of Education to
grant at least 100 more charter schools and would make public education grants available to an estimated
1.2 million students.

Texas currently has 20 charter schools, the maximum allowed under a pilot project the 1995 Lagislawre
established. Charter schools, which operate free of most state rules, receive state funding for the public
school students who elect to transfer to them,

Lawmakers also ¢stablished the public education grants in 1995, but few students have taken adwantage
of them, Under proposed changes in the program, an estimated 1.2 million Texas students would be come
eligible and lawmakers would sweeten the financial pot to encourage schools to accept students wanting
to escape low-performing campuses.

06057 0901:¢
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Problems reported
in privatizing we]fare

sk
Firms saahgg? Texas contr_act cite sumesses,
though micst have had roubles elsewhere
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Conrinued from Puge 1A
programs,

. “We bave greatar use of technol-
OgY. ... We can st {productiviry]
standards for our swff, ... We can

** give rewards” sald Audrey Rowe,

senfor vice president and menaging
director of children and family ser-
vices {or Lockbeed ¥Martn Informe-
tion Mazagement Services.

. Whan she worked (n gtate gov-
eroment, 3he said, even simple
things such as pizza partes for suc
cessfu) tesms of wotkers raised eye-
brows.

Welfare edvocates, meanwhile,

are concerned that the Texas ap--

proach will make soclal gorvices
harder to get far the péople they're
designed o support. .

“We don't want 10 s¢¢ caseloads
reduced becaunse offices Were
cipsed and parents couldn't find
ghyone to Lelp them,” said Dedatah
Weiasmin. a spekeswoman for the
Children's Defenss Fond.

" Some cxperts say that even suc.
cessful privatization risks making
the suate caplive 16 a contactor,
Lacking the ability: to take over if
the contractar does badly, & state
could be forced to grant requests
for bigher payments, sald Dr. Rob
ert A. Dorwart, ¢ Harvard Universi.
ty sXpert on privatization of mental
health services, -

“There arg reasos . . . not to just
juopin and efsume that everything
that is belng done by the govern-
ment cak be done by the private
sector.” he said,

Texas' precise privatization
plons are a matter of great debare,
in Washington and in Austtn After
the White House this week rejected
Mr. Bush's plan for tetal privatizs.
tion, the governor asked the Legis-
lature to prant auforlty for ths

HHS REG DIR RO VI

state 10 contract out as much of the
progTam as Washington permifted,

Texas' would-he contrgctors say
that gocial-services contracts In
ganeral are challepging. They re-
quires expertise, hard work, goed re-
latonships with state officials and &
bit of lycie Absent any of those ele-
ments, problams can arise:

#Laekheed Marnn m.formuon
Masagement Services, which leads
# ez of bidders for the Texas wel-
fare job including IBM apd the Tex-
23 Workforce Commissing, prom-
{s¢d. to build California an
sutomated ¢hild-support enforce-
ment eystem by 1995, Tetsl price
tag: §9¢ million.

“Now It's S3% millisa There
have been majr cost gverruns,”
said state spokeswoman Corrine
Ches. So far, 23 of the giate’'s 38
countles are ssrved. “And we are
not rolling.out {B any more coun-
ues,” she &dded. 'because there
bave been probisms with the sys.
tex. It 1s just not working proper-
iy

Lockheed Martin said some of
the problems si¢m from chauges

the feceral government impased af- -

ter the coptract was issued. Ms
Chee agreed but added that meany
afe Lockhead Martin's responsidili-
ty. A consuling firm recantiy tald

‘the Btate {t found 1,400 errors

capsed by Lockheed Martn, the
state == or both.

A Tecent legislative report safd
there 18 0o guarantee that the sys-
tem will ever work statawide

Lockbesd Martln eites successes
elsewnare, such a5 a dramate voost
tn ehild-suppart collections in the
s{% months since It won g contract
in Balvimore.

f Electtonlc Data Systems,.

which leads a second team of bid-
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.ders including Unisys aod the Tex-

as Department of Human Services,
recently had a Virginia Medicaid
contract capceled. Officiale said the
coniract was 20 months late

Stata officials, who are negodat
ing with EDS, declined requests for
interviews. In & letter 0 EDS, the
state's Modicajd director, Joseph M.
Teefey, sald Vitginin “bes relied to
its detrimemt oo EDS' repested
promises regarding the level of
EDS' teehnical experience and com-
petence, and the extent of ED§
commitment to this project”

BDS spokesman Raady Dove
called the problem “a cohtractual
dispote,” which the firm hapes to
tesolve amicably.

Among its success stories, EDS
lists Texas’ Medicaid system, which
it bes run since 1977, The firm says
it hes saved Texas hundreds of mil-
linas of dollars by cuttng waste
and fraud.

W Unisys ran into troutle o two
large conwacts in Plorida.

State officials said thay imposed
fines of 54 million dua to slow per-
formance and high error rates in
their employee health ipsurance
program.

A Unisys exec¢utive further dis.
pleased gtate leaders by declining o
sppear defors & grand jury, accord.
ing w Plerida Department af Law
Enforcement spokeswomat Mandy
Wettstaln,

Gail Sitig, a spokeswomaz for
Florida Gov. Lawton Chiles, credits
Unisys with trying hard to get
things right Butr the effort was
much more complax than the com-
pany had thought T wollq & 28
3aid,

Th}ey had arigipslly thought
they would rup it with 150 peopls.”
she said. “There were times when
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they had 500. And we've still had
times when we had error rates (in
claims processing] that were w
out af

Over 20 percent. It's-unbelievable.”

Unisys’ adwinlstration of Florl-
do's Medicaid contract alsa csme
under fire, after saveral well-publl-
cized theftm. .

This spring, Darlez Jeromé
Reyuolds plaaded guilty 1o stealing
§226,614 from Medlcaid fundas, Offi.
cials sald that Mr. Reynolds, sn $8
per hour emporary employee, had

besn stationed in a room with boxes’

full of blank checks and the rubbar
stamp ceeded to vign them. He
wrota checks 1o hils siater for 14
moaths, until 8 bank employee no-
ticed something unusual and called
investigators.

Florida presecutory.glso charged
that & ring of thieves, ncluding at
least one low-level Unigys amploy-

ee, bad stolen §20 million {n Medje.’

ald funds.

Unlisys spokesman Brian Daly de-
clined to comment oo the gituatian
iz Florida. He natad, howevar, that
Louisiapa pralses Unisys for saving
it 5130 million over the past few
years by blocking fraudulant or u3-
necassary Medicald claims,

8 Anderses Consultpg Texas'
third major bidder, has been critl:
cized by auditors in Texas and Ne-
braska. . :

Casts of a Nebrasha effort to unl-

fy food stamp, welfare and Medjcald
sdwinistration have ballconed
from $23 miilion in 1994 ro &% least
s44 milllon &3 of February, officlals
said,

“And there’s no lght at the end
of the tunnel,” seid state Auditor
John Bresiow. Among other things,
he ssid, Andersen has won &z 58
millon contract 1o reack etale em-
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ployses how t tww the computer
gystem it boilt for $3¢ millian

- “P'va bsan auditer for slx years
now apd this is the mest waseful
project 1 have ever beard of " Mr.
Breslow said. “It's like pouring
money down & deep, dark hole.”

Andersen Consuldng did not re
spond to requests for an interview.
Mr. Braslow scknowledged some of
Nebragka's problems were cansed

ths state. The unified social ger-
vices system is fanctioning, be satd,
but still has a 1ot of bugs

In January, Texas' auditors crith
cized Andersen far its effar® 0
modernize the sute’s childgupport
enforcement system, which they
soid was.$43.7 mitlisn over budget
and four years behind schedule.

Changing federal requirements
wu$ part of the problam, the audl-
tors gald, but 50 was Andersen: “Sys
tem ‘teging required mare hours
than estimated. . .. A large oumber
of errora were detectsd. . . . The pro-
ject required hours for project plan.

ning that were not Included in An.,

dersen’s schadula .. ."

1n a written reply, Andersen sald
the state had mischaracisrized its
work and blamed {t for problems
beyond the firm's control of respon:
sibilty, :

Texss’ problems were not
unique. This month, the US, Heslth

and Huwmen Services Eﬁnt
Tepor; ot va
4 *é__hﬂgipﬁ_uzﬂ.ﬂmm-
ised on chlld-support systems.
'!Vlia‘;smmum_nm_mﬂ.r_mn
tractors did "goor%i;x" work.
Spasking for ¢ed Merun,
Ms. Rowe conceded that the Cal{for-
nia childsupport enforciment sys

tern had bean a nightmare. Even 30,
she sald, the firm never walked

P.84-04
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away from the project and learned
valuahle leszsons it hopes to apply in
Texas

Like the Texas contract, Califor-
nia’s was a messive stetewide effort

But county officials were used to
doing things their own way, Ms
Rowe said, and many dsmanded
modificstions to the stapdard sys
tem. None of those imdividual
chapges caused major prodlems.
But togethar, thay wreaked havoc.

“We started finding onrselves
with systems feilures, things bap-
pening that we didn't know why
they were happening” Ms. Rowe
gald

The lesson, she added, {3 that
gtates such as Texas will require 2
standard sat of “core sarvices” and
procedures. TheDh CONTractors Td
customize systems for countias with
rpacial problems, such as teepage
pareats or Spanish-speaking resi-
dents, she sald. .

Ms. Goldmar of the Communica
tiops Workers of Americs said the
security braaches 1o Florida illus-
triie the potential dangers of abap-
dﬁm—_&“—wqmmwt pro
cedures {o & rush to privetize.

5pQ ) agreed (hat
the danger exists and said hls flrm
choss to work with the Texas De-
partment of Human Services be
cause {t waoted to avoid that peril,

“We don think the wheel needs
rednventitg. We do belleve that
there are ways to Lmprove it,” said
Louis Matrone, EDS' vice president
for state and loca] government. "We
have been struggling for two years
to spe that we bring the best that
the publie bas to offer and the best

- that the peivata sector has to offer.”

_ Stoff ‘writer Bill Minuraglio tn
Austin contributed to this repart.

TOTAL P.@4a
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(. DEPARTMENT OF HEALTH & HUMAN SERVICES Office of the Secretary

Washington, D.C. 20201
N?._?ydv;E;;RL,

May 23, 1997

MEMORANDUM FOR KEVIN THURM
BRUCE VLADECK
OLIVIA GOLDEN
BRUCE REED
ELENA KAGAN
CYNTHIA RICE

LY BROMBERG

FROM:

Attached you will find legislation and amendments passed on
Tuesday by the Texas Senate regarding TIES. As you can see,
the Senate bill authorizes privatization to the extent
permitted by the federal government subject to oversight by
the Legislative Budget Board (a2 bipartisan, bicameral entity
composed of legislative leaders) and a special TIES
oversight committee. Governor Bush dces not oppese the
Senate bill.

You may recall that the Texas House overwhelmingly approved
a_bill which provides specific authorization only for
development of a new computer system and remains silent on
the issue of privatization of the eligibility process.

On Thursday, May 22, the Texas House appointed its conferees
on this bill, and the Senate is expected to follow suit
inminently. Sources in Austin predict a very short
conference.

Attachment
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By: Juliell. et al. (Senate Sponscr - Ratlif?s) H.B. No. 27177

{In the Jenate - Recoived fzom the House May 2, 1997, .
May 5, 1997, read fizst tilns and referred to Commiretee on Health
and Human Services! May 17, 1997, raporced adversely, with
favorable Committee Subatituta by the follewing vote: Yeas 95, Nays
0; May 17, 1237, sent to printst.)
COMMITTEE SUBSTITUTE FOR H.B. No. 2777 . By: Moneriaf

A BILL TO BE ENTITLED
AN AcT

relacing =0 the eligibiliey detarmination and service delivery by
heaaich and human Service ggencles, cha Texas Workforce Commimsion
and other agencies,

BE IT EMNACTED BY THE LEGISLATURE OF THE STATE OF TEXAS:

SECTION 1. Sectienms 9.12(aj. (b) and (d), Caapter €55, actse
of che 74ch Legislature, Regular Sesgien, 1$85, are amendead 0 read
as follows:

(a) [(Nob—detey—ahin—Septendtguuinmisll fr—the—tieatah—avwi—iiemen

(b} The integrated elligidbllicy determinatian and sarvice
delivery syBtam shall be developed and implemented co achieve [a&
Toene—geene—ooreent] faviags io the cost of providing
adminlstracive and other services and staff resulting from
s:rgamlinzng and eliminsting duplication of services. The
commzsslon nay [ewail] use che resulting savings, subjecr 2o 4Ly

im to further
devclop the integratad asystem and to provide other healch and human
sosvices,

(d}_ ;{ﬂ-enaau&eation-emé-oau-ib-0b0n-Miﬁh—hho—stu?e—eounei%-
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2-2

2.3

2-4

2-5

2-5 o T ts ;

2-7 SECTION 2. The importance of this legislation and the

2-8 crowded condition of the calendars iz both houses create an

23 energency And an imperative public necessity that the

2-10 constituclonal rule requiring »ills to ba read on three sevaral

2-11 daye in each houss be suspended, and this rule is hareby suspended,

2-12 end thac chig Act talkte @ffect and be in force from and after ies

2-13 pasgage, ard ic ig s0 enacted.

hlg - [ ) L] »

9 afn
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Floor Amendment No. ’ 8y Moncrief
Amend CSHB 2777 as follows:
2%

1) On page !, line @. deiete - the Legislazive Budget Board as to the expenditure
of appropriated funds™ and substitute the following:

e Texes Inte f ic Jarive Qv
ish £ Covemn

2) Oa page 1. line g insert the following between “Governor,” and "devetop™:

egisiptiv ard
-
U7

y 4
3) On page ", line §, insery the following batween “achisve™ and “savingg":

ipgreeged guali nd ¢l iges. and

r
4) On page 2, after line @, insert 8 new SECTION 2 tg read a5 follows and
renumber subsequent SECTIONS accordingly:

SECTION 2. Chapter $31. Govemment Code. is emeanded by addina Subchapter C
20 read ag follows:

$31.0 : PRESIDI FFICER
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D1_A memperoliie sQmmiles serves 2t the pieasure or the aangnung
otficial, '

int the n ¢ommyj al ne ba

shall:
(1) meerat the eall of the oresidine offices;

jve { al eyl ed or o t
review speci i {slat] r v the
commission,

{ ittes shall advise t mmissiog in th loament of the
={an 12 e mrle mentati erfich Texas [nreorns
Earoument 3ervices,

¥ mivzion shej]. it th iner's vide h
other informaden ralaiing to she operstion of the imegrared enrollment sysigm,

iftee mav f standi i i
house of represenmaves with sppropriate jurisdietion, the Deparrmen; of
Infi he dit i i {
Budger Board | : : b
‘ i all & ooV

licutenant pove taviv arer tha

COm ‘ { i v the commussioner;

(2> the status of the effecrivensss of the Texas [nsegrated Enroflment
idi i thi wi

: isutena vermnor and speaker of' the b  re tatives shall

Seg £3]1.0%2 COMMITTEE POQWERS AND DUTIES. . 3) The commitee

P.B5/09
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Floor Amendment .\’o.JQ By: Batrientos

::Il;ﬂ Floor Amendmant NQJ_ by amending Sec.§31.053.(3), by sdding a new subsection as
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FLOOR AMENDMENT NO. Z Brm

Ameud CSHB 2777 as follows:

On page 2. line |. after the phrase “of subsections (1) and (b)", inyert the following:
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arand C.3.H.3, 3777, cormitzea princing. onh page 2, lina 7, by

2 inserting a naw SECTION 2. as fallows, and renumdar the semaining
3 SECTICMS appropriately:
¥ SECTION 2. Saction i1i(d] and Seccion i2, Ghapier 885, Acte 3¢

3 vhe 753tk Leglslature, Maguiar Session. 1935, ia repealed.

r
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Ausga Bureay of The Dallas Marning Nevs

AUSTIN — Any plans for private
control of Texas sprawling welfare

+ systdm would have to be gired at

pudlic hear; and ved by &

. special leglslative committee under a

P N

blil passed Tuesday by the Sinate.
The meesure would require that

the %ovanor. the Legixintive Biidget
&nd & legislatve oversight
commiites approve any privatiza.
tion. Jt also would call for public
hearings i four of Texa,

Jhe blll now goes back to the
ouse, Whers marked differsnces be-

' ﬁ'ﬁg_e'n it and s Housé measure ap
* proved esrlier will be considered.

To datz, aside from testmony to
legislative committees and forums
fPr-prospective didders, there have
besn no public haarings on propos
als by state officials to hand parts of
the wellare system 1o Such firms as
EDS, Lockheed Martin and Andersen
po_l_:su.lting.

*I'Thoge privatizaticn proposals, In-

! troduced months sgo, bave beeg

rned down by the White House, In
response, Texas officlals, including
Gov. George W. Bugh, have sald they
would pursue federal ot sate deglale
ton to begln the privatizetion pro-
cess. :

“I think the legislative oversight

. and the public hearings ere fabulous,
" because what they say is that this has

been a process that has been shroud-

. ed in secrecy up to this point,” said

Marcia Kinsey, an analyst with the
Center for Public Pelley Prioriues,
an Austin-based organization study-
ing izsues affecting low-income Tex-

405,
% “They [state lawmakers) are bask

-

cally saying they want taxpayers, the
eintzans and the poor people to have
ths abllity to participate in this pro-
cess,” sald Ma Kinsey.

Companies have bean vying for s
chance to bid on contracts that may
te warth $2.8 billion over five years.
Officials for the furms have sald they
want 1o pursue similar contracts in

- other statas.

The Texaa welfore system sup-
plies millions of elderly, disabled
and low{ncome residents with foed
slamps, cash and health care.

. Advocatas for those residents
feve repeatedly sald that privatiza-
ticn would place thams who maost
need pudlie agsistanes {n the kands
of profir-mindad corporations.

It woulgd also, according to crides
of privatization, put thousatds of
state jobs 1n jeopardy and endanger
the confidentlality of records of cli
enty of those progr

programs, .
A version of the welfare bil]l ap
ike

Prg‘gl_bLth_c,Hmmld.-mhk

the Senate il regnu'e aDY privatzs-
H._uﬂamme

welfere systelm computers. Support

ers of that House measure said it was -

& Wiy to protect some stata employ-
¢os and to clog the door on the
wholesale privatization of the wel-
fare system.

“What thls bil! does is to put a
legiziative oversight commirttee, and
the Legisladve Budget Boerd. as well
asthe povernor, {n an oversight posl-
ton to see what we will do (n the
next two years," gald Sen. Bill Ratilff,
R-Mount Pleasant, sponsor of the
Sehate measurs.

The a e
ovargight was added to the Senate

Senate OKs welfare oversight bill

meanire in response 0 coucerns of
soi® Iawreakers that thay were be

ing excluded ) \4 1

process. In the last fiw days, cues.

tions about the heaviy deba .

V}_ﬂ?ﬂwu

who wo sign off an_a e
|

San. Mike Moncrie] D-Fort Worth,

'addad the smendmert with the ep-
proval of Mr. Bush,

He also added langiage to the wel.
fare DI YBET Would pake "ificreased
quallty” and “cHent gcess to servie
es* priorites Ju sy HIure pians for
the welfsre system. |

Bep. Gonzalo Parientos, D-Aus
tin, added the amindment that
would require pubdlii hearings on
privatization.

Some lawmakers sald Tuesday
that the usck recordof the prospec-
tive private bidders meds to be care
fully weighed. .

“Some of these cgnpanies plan-
ning to bid on this goject ... have
had major problems vith sirilar pro-
jects in other stetes,’ said Mr. Mon-
crief.

Mr. Ratiff, whos measure has
been supported by Vr. Bush, said
Texay lawmakers “shyuld not tie our
hands to not being ibleé to do any-
thing ... in the priwte sector once

. wg get these mechancal Systems sl

up. We should not rgtrict oursclves

that tightly.” ;

TOTAL P.@S
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Texas Republicans vow to pass welfare measure

By Gearge Rodrigue

Wisticgin Boses of Tor Dolis borping Wevs

© WASHINGTON — Texas Repubh-
cans vowed Wednesday to permit pri-
vatization of wellare services nation-

eliy after spurning tentative Clinton |

adminktmtion offers of a coxmgro-
miye thal would let part of the pmate
go private,

“What we ought to do i3 add
{amendments| that would allow any
slale that concduded that it conld
serve people Yoher and provide
wmore services by dolng it on a com-
petitive {privete] basis, that they'll
have the right to do {4 " said Sen, Phit
Gramm, RTetas,

Some Democratic lawmakers said
such a-bill would never pass.

Detocrets alve have sofd the Maa
of u partial-siate ewperiment de-
2erved smdy, but Texas Gov. George
W. Bush’s oldex bhove said the test
would be too emall to meke economic
sen%e,

Federst officlaly bave talked of
permitiog a test in only ebowt L0
percent of Texas,

Meeting separotely with White
Bouse Chiel of Staff Brskine Bowles

Foes say privatizing won’t be approved

and chief domestic policy mdviser
fruce Reed, Texas Democrats
preited the edministration’s ban on
letting private flrns edminister wel-
{are, food stamp, Medicaid and job-

tralning programs.

wise to turn paverly programs over
1o private firms, which could <on-
ceivably boast profits by cutting ses-

‘viges t the needy.

Democratic fegisletors leaving a
seporate mecting with Mr. Bowles

Republicans charged thal Presi- agreod

dent Clinton rejected Texay' privat-
isation plaps becsnse of pressare
from pubiicemployee unions, who
fear the move would eflow states {o
fay off {resn anedhird to twothirds
of thelr members,

“The president is taking case of
organized labor snd that s all it
amounty 10" sald House Majority
Leader Dick Arey, Ricving -

An April ¢ White Hopse memo-
randim Indicated thal opposition
from labor factored in Mr. Clinton's
decision. That memo alse said Mr.
Clinton bed tegal authority ta partly
wulve (aderal laws tha require anly
government emplayees to handle
food stamp applicatious,

Mr. Bowles later said \hat r,
Clintgn believed it wes simply wa-

“There are a of of things I think
we could work oyl with Texas to
make sure that {t can rup an effi-
dep! system — and that it 15 oot
someang in private basiness who is
declding whether someone needs
food on their 1ble or a roof over
their head,” spid Rep. Gene Green,
DHouston,

Rep. Charles Stenholm, DStem-

ford, was the enly legisiator o attend
both meetings with the White Honse
teatn, He urged his collengues to wedt
und sce what plan finslly emerges
{ram the Texns Legistature, which Is
trylng 10 roconcile competing House
&nd Senate bills on the matwer.

Mr. Stenholm, who tes admitted
0 wne frusimgion st the White
Honse's vejecilon of Gov. Bush's plan

- Sen. Kay Bailey Rutchison, R-Texas.

for a sweeping walver of food stamp
and Medicald laws, said Republicans
had no real hope of gefting the two-
thirds majorities to the House and
Senete thet woald be required to
overrkie Mr. Clinton's decisian,

“No way. Not 1o override a [pres-}

idential) vetn,” e sald. "Abtsohutely
not.”

Republicans callod the lssue a
matter of principle. “H seems 0 me
that Congress passed a Jaw thut says
states should be more efficient, they
shoutd ran their own systems™ sakd

“Texas did 1hat, and big trother fed-
eral government sizpped In 2nd said,
"Nioe try, bul no banspa’ Aud I think
that it's jus! Ume thot we passed a
differcat law,” ’

Bven if they canmot paws a wel-
fareprivatimtion bill aver Mr. Clin-
fon's veto, Texas Republicans have
other levers a1 thedr dispasal,

Mr. Gromm's spokesman, Larry
Neal, sald the senntor had pul a
“hold" on the nominaticn of Depmy
Health and Ruman Services Secre
tary Kevia Thurm, who officially ve-
wed Texas' privathation plans
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May 13, 1997

MEMORANDUM FOR THE CHIEF OF STAFF

FROM:

SUBJECT:

BRUCE REED, CYNTHIA RICE

ADMINISTRATION DECISION ON TEXAS WELFARE PLAN

Today, HHS provided the state of Texas with written guidance under which the state
could release a “request for offers” (RFO) for private contractors to operate state-wide system of
offices where residents would apply for Medicaid, food stamps, welfare, and other public
assistance. The letter recounts the options HHS and USDA officials discussed with Texas Health
and Human Services Commissioner Michael McKinney at their meeting on May 2nd. The Texas
proposal is known as TIES, the Texas Integrated Enrollment Services project.

The guidance notes that under current Medicaid and food stamp law:

The state has broad authority to administer the Temporary Assistance for Needy
Families (TANF) program, the block grant created by last year’s welfare law, and
can use private contractors without limitation there.

The state can also use private contractors to design and operate information
systems, develop and recommend revised eligibility processes, and provide
training and assistance in the management of TIES.

However, the guidance says:

A non-public employee may not take actions involving discretion or value
judgments, including all elements of the benefit eligibility determination process
that relate to the evaluation of information provided by an applicant or which
bears on the eligibility decision.

In an integrated enrollment system, most if not all activities involving personal
contact with an applicant or recipient, including data entry during an interactive
discussion with the applicant, have the potential to involve the use of discretion or
judgment and must be performed by state merit system employees.



Texas Welfare Plan
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Talking Points

'Q &As

The welfare reform bill passed by the Congress and signed by the President allowed
states to privatize their cash assistance programs, but did not change the law for
Medicaid or food stamps.

The President believes states need flexibility to make welfare what it was meant to be: a
second chance, not a way of life, a system that helps people draw a paycheck instead of a
welfare check. That’s why he signed the welfare reform law last year in the face of much
opposition from rmany in his party.

We’re concerned that allowing a state to privatize Medicaid and food stamp operations
will not be in the best interests of program beneficiaries.

Current Medicaid and food stamp law makes clear that eligibility determination must be
performed by impartial, merit-based public employees.

We offered the state of Texas the chance to conduct a sub-state demonstration of
privatization, but the state declined.

The letter we sent Texas yesterday allows the state to proceed with contracting out for a
statewide computer system to do integrated enrollment. The state is also free to privatize
its welfare operations.

Question:  Haven't you blocked the state from developing an integrated enrollment system?

Answer: No. The state could develop an integrated enrollment system so long as public

employees perform the essential eligibility determination functions. The state
could issue a “request for offers” seeking private contractors for those functions
which the law allows to be privatized -- designing and operating information
systems, developing and recommending revised eligibility processes, and
providing management training and assistance. The state could also privatize all
aspects of the Temporary Assistance for Needy Families program.



Question:

Answer:

Question:

Answer:

Question:

Answer:

Question:

Answer:

Question:

Answer:

How can you claim that data entry is eligibility determination?

Any activity which involves discretion and value judgments can affect the
eligibility decision. In an integrated process, the person who asks the applicant
questions about eligibility may be the same one that types it into a computer. "

Doesn’t your guidance contradict the welfare reform law signed by the President
which grants states the flexibility to run their own programs?

No. Based on the welfare law that the President signed in August, Texas already
has the authority to proceed now with the welfare portion of their proposal.
However, Congress and the President retained the laws on Medicaid and food
stamps. Our guidance to Texas is consistent with current law,

How can you say the President supports state flexibility when he denies Texas’
proposal?

The President has a strong record of supporting state flexibility. First, after
granting 80 waivers to 43 states to test innovative strategies to move people from
welfare to work, he signed the welfare law which allows states to reform welfare
without seeking permission from Washington. The President has also granted 13
Medicaid waivers to help states make their programs more efficient and effective.
The President clearly supports state flexibility; however his first priority is
protecting beneficiaries. ’

Texas says it would expand health care to an additional 150,000 needy children
with the savings generated from TIES. How could the President oppose that?

Obviously, the President supports expanding health care coverage to uninsured
children -- his budget, and the budget agreement he negotiated with Congress,
would expand coverage to 5 million more children. But he does not support
jeopardizing health and nutritional benefits to seniors, the disabled, and families
already on Medicaid in order to expand coverage to additional children.

Would the Administration approve a sub-state waiver?

HHS and USDA officials told Texas representatives that they would consider a
sub-state project which was time limited and had an evaluation, so we could find
out the effects. However, Commissioner McKinney apparently indicated that the
state was not interested in such an option.



Question:

Answer:

Question:

Answer:

Question:

Answer:

Question:

Answer:

Question:

Answer:

Question:

Answer:

Didn’t the President’s senior advisers propose another solution -- one that would
have allowed more privatization -- but the President rejected it?

The President did ask us to take another look at this issue. His principal
interest is what’s best for families who rely on Medicaid and Food Stamps, and he
wanted to make sure that the decision would be consistent with that interest.

Why did it taken the Administration so long to give Texas an answer?

The Texas proposal is a very complicated project involving multiple federal
programs and agencies. There were a great many legal questions to consider.
And we wanted to make sure that the decision we reach was right and would
protect families who rely on Medicaid and food stamps.

Isn’t this just a payback to the unions?

Obviously, the unions feel strongly about this; so does the state of Texas. We met
with both during the decision-making process. However, we made our decision
based on what we think is best for the program beneficiaries.

Why do you assume that public employees are better than privaté ones in
protecting the rights of beneficiaries?

We are simply following the laws passed by Congress which are designed to let
states seek innovative approaches to improve the efficiency of benefit programs
while protecting the rights of beneficiaries. Making decisions about the eligibility
of needy people for benefits is one of the most fundamental functions of
government.

Doesn’t the Medicaid program now allow private contractors to enroll
individuals?

No. Private employees, such as hospital workers, can only gather information and
forward it to state workers. They cannot evaluate it or make eligibility
determinations.

Would the President support an legislative amendment to allow Texas -- and
other states -- proceed?

We opposed granting individual state waivers legislatively -- that authority rests
in the executive branch. We would also oppose legislation which would
completely privatize or block grant Medicaid or food stamps. We would of
course want to see the languvage before commenting on any particular amendment.

-4 -



Question:

Answer:

Question:

Answer:

Why couldn’t you just let the state release the Request for Offers and see what
particular proposals come back?

We are letting the state release the RFO. But we thought 1t was only fair to let the
state know what type of contracts we would approve and what type we -would not
since the exact nature of the TIES system would depend upon the terms of the
agreement between Texas and the contractor.

We understand you’re planning to let Wisconsin privzﬁize but not Texas.
How is that fair? '

We have not responded to Wisconsin’s request. However, their proposal is very
different from Texas’ -- it would allow private contractors for food stamps in only
a limited number counties, in a time limited demonstration which would be
independently evaluated.
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Condnved {from Page 1A
prograris.

. “We have groatar use of techngl.
duerdvity]
standards far our maff, ... Wa can

* give rewerds’™ said Audrey Rowe,

senior 'rice presidsntand managing
director of children and family see-
vices for Lockheed Mardn Informa.
ten Minsgement Services,

. When abe worked in state gow

" ernment, sha said, even simple

Qiings soch a8 piz2a partes for mue
cassfu) teams of workars raised eye
brows,

Wellare advacates, meanwhile,

are concerned that the Texas ap-.

prosch "will make focial services
harder to get for the peapls they're
designed 1o support.

“We dont want to pes caseloads
reduced becpuse offices Wars
closed and perents couldntr find
anyonn to help them,” atid Deboral
Welnmein, a spokeswoman for the
Children’s Defenss Fand.

" Somie experts say that sven mie.
cess{y!l privatization ricks making
the stite captive ' a coptracter,
Laeking the ability to take over it
the ecatrastar does badly, a state
could be forved to grant requests
for kizber payments, sald Dr, Rob
o7t A, Dorwers, a Harvard Universi.
ty expert on privatizarion ¢f mentsl
healt) sorvices. -

“Thiere are reasons , . . ot o just
jump 1o and assume that everything
that |5 being done by the govern-
ment ¢an be dome by the private
Secior,” he gaid,

Tenas' precise privatization
plons are a matter of great debate,
in Washington and in Austin Afewme
the White House this wack rejected
Mr. Bush's plan for total privatits
tiog, the governor naked the Legls-
lature to grant authorlty for the

HHS REG DIR RO VI

staze 10 contracr Gut a much of the
program as Wazhington pormitted.

Texas' would-be contracturs say
that spsialservices contracts in
general ares challenging, They ro-
quire expertse, hard work, geod re-
latiopahips with sfate offiziaid and &
Yit of luck Absent any of those ale
Rients, problems ¢21 arise: .

§ Lackheed Martin Information
Manzgement Services, which leads
& team of bidders for tha Texas wel-
fare job tacluding [BM and the Tax-
a3 Workforce Commission, prom-
fsed to bduild Californfa an
sutomated child-support enforce
ment syntem by 1995 Towl price
tag: §99 millien,

“Now It's S304¢ millisn. There
hive dern major cast gverruns
said state spokeswoman Corrins
Chea. So far, 23 of the state’s 3B
covnhtles are served “And we are
nat rolling.out (A aby more cHuD-
el ahe added, "becauss there
kave besg problems with the sy»
tem It {3 Just not working projer-

'I.nck.hzad Mxrtin sald some of
the problems gsiem from chapges

the federal government Imposed af- -

ter the contract was {ssied Ma
Chee agreed But pdded that many
afs Lockheed Martin's responsidili-
ty. A censulung firm recantly wld

‘the state it fotnd 1400 errofs

cansed by Lockheed Martn, the
ate — or doth.

A Tecent lsgislanve report sald
there 13 no guarantes tat the sy»
19 will ever work statzwide,

Loskheed Martin cites successes
elsewhers, such os a dramatic boost
in childsupport collectians in the
six months siace [t won g contract
iz Baltimore

W Rlectronic Datx Systems,,

which leads a sacopd team of bid-

PAGE @3

.ders including Unisys and the Tex:

as Department of Human Services,
tacently had a Virginia Medicald
conrract canceled Officlels said the
coatrast was 20 months late

Stats officials, who dre negotiar
ing with EDS, declined requests [or
interviews, In a letter to BDS, the
state's Medicaid director, Joseph M
Teefey, sald Virginia “bas ralied 1o
its detriment oo EDS' repested
promises regarding the level of
EDS’ teshnical oxpariance and com-
petance, and the extent of EDS'
commitment to this project.”

* BDS gpokesman Randy Dove
called the problem “a contrastusal
dispue,” which the firm hopes to
resolve amicably.

Amopg it suceess stories, EDS
1513 Texas' Medieaid syztem, which
it Dag run since 1977, The firm uys
{t biss smved Texas hundreds of mil-
Uons of dollars By cutting waste
aad frsud.

B Unisys ran {nto trouble on two
1arge contracts in Morida,

State officials sald they Lmpozed
fines of $4 millton dua to glow per-
formance and high arror raws in
thair amployes Realth {psurance
program.

A Unisyu executive further dis-
pleased stage leaders by deslining to
sppear before a grand jury, accord.
ing  Florida Department of Law
Baforcement spekeswoman Mandy
Warstein,

Gall Sinig, 5 spokeswoman for
Plorids Gov. Lawton Chiles, eredits
Unisys with trying hard to set
thingr right Bur rhe effort was
much more eamplex than the com:
pany had thought it would be, ghe
amid,
“THey bad originally mought
they wauld rug it with 150 people,”
she sald, “There wers timed when

2 ST:¥1 L6/02/80
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they had 500. Acd we've snll had
times whin we had arror rates [in
claims processing] that were way
out of syns with industry standards,
Over 20 percent. IU's-unbelievable.”

Unisys' administration of Flarl-
do's Medicald contract alio came
under fice, after savera! wallpubl-
clzed thalts. ;

This spring, Darlen Jerome

. Reynolds pleaded gullry 1o susaling

$226,614 from Medlcaid funds. Offf
cials sald thet Mr, Reynelds, an 83
per hour temporary employes, had
been s1ationad in & yoom with boxes
full of Blank checks and the rubbat
slamp noeded tn yign them Hs
wrote checks 10 bls sister for 14
moathe, untl] & bank employee ne-
ticed something unusual and called
investigators.

Florida prosecutars.clso charged
that A riig of thieves, Including at

least one low-lovel Unisys «mpioy-

ee, had stoleh $20 millicn in Medies
ald funds. '

Unisys spokesman Brian Daly de
elined to commaent on the sinustian
iz Florids. He naoted, however, that
Louisiana pralses Unisys for saving
it $130 inillion over ths past few
yeats by blocking frandulsat or ug-
necossary Medicaid clalms.

B Axclersen Consulting, Texas
third mojor bidder, bas been crid.
cized by euditors L Texas and Ne-
braska, : '

Cuyts of 2 Nedraska sffort 1o unt-

{y focd stamp, welfara and Medienld
administration have ballooned
from $2 mill{om in 1994 o at least
$44 milllop ay of Pebruary, officials
sald,

“And there's o Ught at the end
of the tunnel” said mate Aunditar
John Breslow. Among other things,
be sajd, Andorven has won an 88
millioa eontract to track state em-

HHS REG DIR RO VI

Ay

ployees how to e e computer
gysem it bullr for 330 millian.
*T've been muditor for six years
now gud this is e mont warteful
project | have evar Reard of,” Mr.
Bresjow mid. “It's Uks pouring
monay devwn 8 deep, dark hola™

Andersas Consulting did pot o
spotd 1o requests for an interview.
Mr. Eraglow acknowlsdged some of
Nehracka's problems were cansed

the st The unifiod social ser-

cassystem f3 functioning, he said,
but still has o ot of bugs

1o January, Texas' aoditors erith
cized Andersen for itz effare t
modernize the swato’s childsuppont
apforcement systes, which thay
said was.5537 million over budget
end four years behind scheduls.

Cuanglng fedaral requirements
wes part of the problem, ths audl-
tors sald, but 3o was Anderssn: “Sys-
tsm ‘teosting required more hours
thag estimated, . ., A large pumber
of srreraware detectad .. Ths
joer'required hours for profect plan-
ning thet wers not ineluded 1o An-,
dersen's schedula ...”

In awritten reply, Anderssn aald
the state had mischarsctarized {ta
work and blamed it for problems
beyend the firm's eontral of Fespon.
sidility. '

Texas' problems wers not
usique, This month, the US. Health
and Humsn Servicss Deparument
reported that various contrsctors in
27 states {ailed to deliver as prom-
ised on childsupport systemd.
Twanty-four gtates xaid thelr con-
tractors did rqualiy” work

Speeking for Lockhesd Mern,
Ma. Rowe conceded thet the Califors
ale childsupport majorcement sys-
tam had been a Rightmare. Even sa,
she sajd, the firm nevar walked

PaGE 84

away from the projest and learned
valuahls lasaggs it hopes to apply in
Texas

Like the Texas contract, Califor-
nio's was a mansive starewide effort.

But connty officlals were used to
doing things thelr own way, Ms.
Rowe satd, and many demanded
modifiextions to the mandard sys-
tem, None pf thase individual
changes catsed major problems.
But togethar, they wresked Ravoe.

“Wa marted finding ourselvas
with syvems f{allures, things bhap-
pening thal we didn’t kmow why
E;y were happenting” Ms Rowe

4. .

The lotson, she added is that
states puch a3 Texas will require &
gtandard ssr of “core services” apd
procedures. Then contractors san
customize systams for countles with
gpecial problems, Much as teeDage
paranty or Spanizhgpeaking resi-
dm“l m md. + "

‘Ms, Goléman of ths Communlice-
tons Workers af America nid the
security breaches in Morida iflvs
trate the potontial dangers of abar-
dofing well-tegted governmant pro-
eediirss 12 a rush 15 privatize.

A spokesman for EDS agreed thst
the dangsr exis™ and said his firm
choss 10 work with the Texa# De
partment of Human Scrvices de
cayse it wanted to avold that peril

"We don't think the wheal neads
reinventing, We do belleve thst
there are Ways ra improve it,” sald
Louls Mattone, EDS' vice president
for state end Jocal government. “We
haye been struggliag for two yeary
to see that we bring the best that
the public bas 10 offar and the best
that the private scctor has to offel.”

. Stoff riter Bill Minutoglio in
Austin conributed io this report.
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Whose welfare?

Open the door, carefully, to private companies

IN TEXAS, as everyone knows, spending on the poor is as
popular as a rartlesnake at a picnic And President Bill
‘Clinton, as everyone also knows, has a backbone of reptilian
sinuosity when dealing with public-sector unions. It is there-
fore no surprise that Mr Clinton has decided to veto large
parts of a plan that would have allowed businesses in Texas to
run social-service programmes. Butitwas the wrong decision,

made for the wrong reasons. -
Thegovernor oi?exas, George W. Bush (a red-hot Republi-
can hope for 2000)wanted w contract out the administration

of about 30 programmes—including income support, nutris

tion supplements, food stamps and the Medicaid pro-
gramme for the poor—1o a private company or consordum.
His aim was simple: 10 improve efficiency and save money.
At present, social services in Texas cost $550m a year to run.
Business and government officials think privatisation could
cut these costs by 20-30%. .

Mr Bush's plan would have been the most profound, and
provocative, change in the delivery of social services yet at-
tempted. Claimants wha go to the benefits office today deal
with a (usually surly) public servant, as they have done since
Roosevelt’s New Deal brought in benefits for the needy in the
first place. Under the Texas proposal, they might have made

LEADERS

run orphanages. Besides, in the welfare bill passed last sum-
mer, when the national systemn of income support was
handed over ta the states, the states weze explicitly allowed 1o
contract out this programme to firms who could decide who
was eligible and who was not. Texas is simply taking the logi-
cal next step.

Necessary safeguards

Al thwﬂmﬂmﬂmmmmﬂm&%h“
privaig companies, if given their heads, may run socfal Ser-
vices so leanly a that deserving caSés may be
rurnéd away. The answer fo this, however, js simple énough:
keep governmen as the final arbiter. Private providers of so-
cia MHMW%\;W

meng, and accountable to it If they are determirg Tgthil-

their case 10 a private employee—who mighy, for example,
judge that since their earnings had gone up, their allotmentof
food stamps should godown.

The white House could not stomach that. Private workers,
itsaid, should notbe in a position to determine eligibility for
food stamps and Medicaid. Only public officials should
make such decjsions, because they operate with the public
good in mind. Private companies, especially in hard-bitten
states like Texas, care mostly about their shareholders and
ahout the bottom line. Privatising social spending—pass the
Kleenexi—could enrich big business at the expense of widows
and orphans

Thisargument would be more convincing if public-sector
employees were reallvso high-minded, and did notoften care
more about keeping their own jobs than helping the poor,
and if it did not fly in the face of a trend already established, .
partly by Mr Clinton himself Since the 19705, American so-
cial policy has been dnifting sreadily towards private provi-
sion. Government may still be the arranger—deciding which
benefits should exist, and broadly who should get them—but
private companies are increasingly the administrators. The
government, for example, issues vouchers with which the

poor can buy private housing, and pays non-profit groups to ?

THE ECONOMIST MAY I7TTH 7967

ity, they should be rold which criteria to applv. Incentives
should be crafied so that bad habits never start—no reward
for, Say, tossing fouryear-olds off Medicaid. Any profits
shodld come From savings In adminisirative COsts, an’a ot
from reductionsin the numbers of people legitimatelyon the
rolls And if the companies do a bad job, fire them

With government peering over dieir shoulders, private
companies would probably behave themselves. Besides, they
have another incentive: preserving their own reputations.
Tumn dqwn the claim of a sick child or 2 pregnant mother,
andirwill be on the evening news in an instant Such motives
are not particularly high-minded; but they may still result in
social services that are run more efficiently and effectively
than government can manage. Wasn't this what “ending wel-
fare as we know it” was meant 1o be all abour?

Jovd talr

HO:HOdI ZZ 21 LB-91-AYH




?§/13/97 TUE 16:53 FAX 2026905673 DHHS/ASPA

EXEC SECRETARIAT

. e ooz

oss13/07 TUE 16:14 FAX 202 205 2135

e

THE DEPUTY SECRETARY OF HEALTH AND HUMAN SERVICES
WASHINGTON, D.C, 20204

MAY 13 fag7

Michael D. McKinney, M.D.

Commissioner ‘

Texas Health and Human Services Commission
P.O. Box 13247

Austin, Texas 78711

Dear Commissioner McKinney:

I am writing to follow up on our most recent meeting and to
respond to your letter dated March 5, 1997 to me concerning the
Texas Integrated Enrcllment Services (TIES) project. You asked
that I provide, on behalf of the Adninistration, guidance under
which Texas could release the TIES request for offers (RFO), if
it so chooses.

In this letter, I describe the current status of our discussions,
the flexibility available to the State under current law, the
limitations regarding functions which must be performed by State
merit system employees, and next steps in the process of moving
forward with the TIES project. Because Texas is considering an
integrated eligibility system, I address both Medicaid and Food
Stamp policy in this letter, the content and language of which
have been approved by the Department of Agriculture. Official
notification by the Food and Consumer Service (FCS) of the
Department of Agriculture will be provided to you by the FCS
regional office.

current Status of Qur Discussions

Our staffs have been working together to resoclve many issues
related to the development of the TIES project, a highly complex
undertaking by the State that involves the integration of three
large Federal programs (Temporary Assistance for Needy Famllies,
Medicaid and Food Stamps), as well as a number of other Federal
and State programs. The State has submitted for review a draft
RFO which seeks innovative approaches to the delivery of public
services. The draft RFO calls for proposals which would replace
the State's computer system and which would re-engineer the
methods by which eligibility is determined. Among the important
technical and policy issues potentially raised by the draft RFO
is the fundamental question of the extent to which functions
historically performed by State merit system employees could be
performed by private contractors.

The State has not submitted an actual proposal to privatize State
functions, nor requested a waiver of any Federal statutes or
regulations. Rather, we have engaged in discussions so that the
State would be in a position to communicate to the vendor
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community any restrictions regarding those activities which coula
be performed by non-merit system, non-State employees
(hereinafter "non-public employees"). Recognlzing that you did
not express est jin discussing a time-lim

demonstration during last week's meeting, this letter addresses
theé Jimitations set forth in Food Stamp and Medicaid law and
regulations.

lexibilit vailable i orrent Statutes and Re atio

Current Food Stamp and Medicaid statutes, requlations and
precedent provide the State with the opportunity tco automate and
re-engineer business processes, as well as to use contract staff
to perform a number of functions. Such functions include design,
development and operation of the large and complex information
system which the State expects to implement in TIES. The State
could also employ contract staff to develop and recommend an
integrated and re-engineered eligibility process for the programs
included in TIES. Contract staff could provide training and
assist management in the transition to TIES. In addition, as you
know, Texas has very broad authority to administer the Temporary
Assistance for Needy Fanilies (TANF) program and, with respect to
the administration of TANF, can use non-public enployees without
limitation.

Therefore, significant opportunities exist for the State to take
advantage of the efficiencies and expertise available through the
vendor community in developing and administering TIES. There
are, however, limitations imposed by law on contractor
involvement related to client certification and eligibility
determination, as described below.

Extent of Work by Non-Public Employees

Section 19502 of the Social Security Act and section 11i(e) (6) of
the Food Stamp Act and implementing requlations reflect the
principle that most activities included in the eligibility
determination process (referred to as the certification process
in the Food Stamp Act) must be performed by public agencies. A
non-public employee may not take actieons involving discretion or
value judgments, including all elements of the eligibility
determination process that relate to the evaluation of
information provided by an applicant or bearing on the
eligibility decision. .

Redesigning the eligibility determination process could have the
effect of merging dlscretlonary and non-discretionary activities.
Whereas previcusly a series of separable administrative steps
occurred as part of the eligibility determination process,
current technology may enable the State to combine multiple steps
into a single, seamless process. The initial contact,
application, data entry, interview process, request for and
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evaluation of appropriate documentation, as well as the resulting
eligibility decision and benefit calculation, may no longer
necessarily be separable and sequential steps. To attempt to
separate certain portions of the eligibility determination
process for the purpose of isolating individual activities
involving discretion would seem to defeat the State's purpose in
integrating and streamlining program-enrollment.

It is more appropriate to restate the intent of these provisions
-- i.e., in an integrated and streamrlined process, most if not
all activities involving personal contact with an applicant or
recipient, including data entry during an interactive discussion
with the applicant, have the potential to involve the use of
discretion or judgment, and to directly influence or affect the
eligibility deternmination process. Therefore, these activities,
and any other activities in which specific eligibility criteria
are discussed with an applicant or eligibility-related
information is collected and evaluated, must be performed by a

| sState merit system employee.

As we discussed in our meeting, there are narrow instances in
which Medicaid and Food Stamp law and regulations permit
involvement of non-public employees for the purpose of expanding
and enhancing State outreach efforts. 1In the outstationing
provisions of the Medicald program, non~public employees are
permitted to perform a number of initial processing activities,
but are not permitted to evaluate the information presented by
the applicant, or make the actual eligibility determination.
Under the Food Stamp Program, volunteers may simply assist
potential clients in filing applications with the State. In both
casés, these non-public employees are precluded from engaging in
activities that could have the effect of screening out potential
applicants. Activities involving the use of discretion that
could result in potential applicants being screened out must be
performed by State merit system employees. A significant non-
State presence in the integrated enrclliment process could result
in some screening out of potential applicants by non-public
employees.

Possible Next SteES

The State may release the draft RFO, under the condition that the
State include the applicable language from this letter in the
draft RFO. HHS will approve Federal matching funds for project
planning activities for the costs incurred through the planning
phase.

In order for HHS to consider approving and funding a centract
which may result from release of the RFO, the State must submit
an implementation advanced planning document (IAPD) for HHS'
prior approval following the solicitation process, in accordance
with the rules at 45 CFR Part 95, Subpart F. The IAPD must meet
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the requiremente specified in the cited rules and provide a
rigorous and positive cost benefit analysis for the project. The
State may want to advise potential offerors to make use of HHS'
cost benefit analysis guidance for State systems. We will
consider HHS funding for the actual project itself at such time
as the State submits an IAPD for approval by the Federal
agencies.

HHS and USDA staff are available to continue their ongoing
discussions with your office. Mark Ragan, Director of the Office
of State Systems, Administration for Children and Families or his
staff will be in contact with your office shortly. Ruthie
Jackson, FCS Regional Administrator will also be in contact with
your office to advise you of FCS funding.

I want to express my appreciation for your understanding of the
complex issues rajised during our consideration of the TIES
project. I also appreciate the time and effort you and your
staff have contributed towards moving these issues to resolution.
If you have any questions concerning the content c¢f this letter,
Please do not hesitate to call me or Mr. Ragan at (202) 401-6960.

Sincerely,
V- IR S L S
-t h.;-;;#‘l\l.nn: e

Kevin Thurm



THE WHITE HOUSE
WASHINGTON

March 9, 1997
MEMORANDUM FOR ERSKINE BOWLES

FROM: BRUCE REED 191 /el
SUBJECT: UNION MEETING

Attached is background material and proposed talking points on the subjects most likely
to arise during tomorrow’s meeting with union leaders.

In the welfare area, two issues dominate: (1)} whether to apply protective labor laws (such
as the minimum wage) to workfare participants and (2) whether to grant Texas’s request to
privatize the operation of public assistance programs (including Medicaid, food stamps, and
other nutrition programs). DPC and OMB have managed an interagency process on these issues
and hope to have a recommendation to the President by the end of the week. The
recommendation on the minimum wage issue will favor the unions; the recommendation on the
privatization issue is likely to favor the States. For this reason, we would like to announce the
two at roughly the same time; indeed, we have held back our recommendation on the minimum
wage issue for this reason. Accordingly, you should say no more tomorrow than what we have
said before -- essentially, that we are quite sympathetic to the unions’ position on the minimum
wage issue.

In the Medicaid area, the two issues that the unions will primarily focus on are
Medicaid Disproportionate Share (DSH) payment allocations and state flexibility concerns,
including a privatization issue that raises similar questions as Texas’s waiver request. (As you
know, the unions also are extremely upset about the per capita cap and DSH payment reductions
included in the President’s budget; they are unlikely, however, to raise these issues to any
significant degree at tomorrow’s meeting.) Chris (who, of course, will attend the meeting) has
been working with the unions on both of these issues, but we have not yet finalized our policy
positions. We therefore recommend that you acknowledge the unions’ concerns and commit to
further discussions on these issues, but that you not indicate any support of the unions” proposals.



WELFARE ISSUES

Application of Labor Laws

As the work requirements of the new welfare law begin to go into effect, a critical
question for both the labor movement and the states is whether worker protection laws --
particularly the minimum wage law (Fair Labor Standards Act) -- protect welfare recipients who
take part in workfare or subsidized employment programs. The DPC and OMB have been
running an interagency process (involving DOL, HHS, USDA, and others) to hammer out an
answer to this question. We expect to have a recommendation for the President within the next
week, as well as a strategy for rolling out this controversial Administration policy. The unions
should view this recommendation, if approved, as satisfactory.

There is general agreement among the agencies, as a matter of both law and policy, that
the Fair Labor Standards Act should be read to require payment of at least the minimum wage to
most people in workfare and wage supplementation programs. On this reading, participants in
such programs usually would count as “‘employees” under the Act, thus qualifying for minimum
wage protection. (A few might count as ““trainees,” not entitled to the minimum wage, under
normal labor law principles that the unions would expect to apply.) Bruce has given the AFL
private assurances that the Administration will adopt this basic position. And the Vice President
dropped some strong hints to the same effect at the recent AFL meeting,.

Requiring the minimum wage for workfare recipients, however, will raise obvious
difficulties for the states, in light of the new welfare law’s work provisions. Even if a recipient
is working only 20 hours each week, the existing welfare grant in many states will fall short of a
minimum wage salary. As the work requirement in the law increases to 25 and then to 30 hours,
and as the minimum wage also increases, more and more states will discover that their welfare
grants are insufficient.

One way to mitigate this new burden on the states is to count benefits other than cash
assistance toward the minimum wage. There is a strong legal argument, based on provisions in
the food stamp law, that states may add the value of food stamps to the basic welfare grant for
purposes of complying with the minimurn wage. Even if both these streams of benefits are
counted, however, a number of Southern states will immediately come up short, and as the
minimum wage increases and the work requirements become more severe, other states will join
them over time. Allowing states to count the value of other benefits -- child care, housing, or
transportation -- toward the minimum wage would remove this problem, but this proposal raises
a number of legal and policy questions that make it difficult (though not impossible) to pursue.

The interagency group also has reviewed what other labor protections apply to welfare
recipients in workfare or subsidized employment programs. The consensus view is that OSHA,
unemployment insurance, and anti-discrimination laws will apply in the same way they do for
other workers. We do not yet have an absolutely final opinion from Treasury as to whether the



monies paid to these welfare recipients will be subject to FICA and other taxes, and if these
monies will make recipients eligible for the EITC, but all indications are that they will not.
Finally, these workers may well become cligiblc to unionize. Recent newspaper articles have
suggested that some unions will undertake large-scale organizing efforts targeting welfare
recipients, and we probably should expect some of these efforts to succeed.

We should expect the announcement of Administration policy along these lines to
provoke strong criticism from the States. Governor Whitman wrote to the President last week
that applying minimum wage laws to workfare participants would “end welfare reform as we
know it” by placing states in the position of either failing to meet the law’s work requirements or
incurring large new costs. We also should not be surprised if Congress reacts to our decision by
passing a measure that would exempt workfare participants from many labor protections,
including the minimum wage, or that would require benefits such as Medicaid and child care to
count towards the minimum wage. Even the New York Times editorial board, in discussing
union plans to organize workfare participants, has opined that “what they are doing does not
amount to a job” -- a view consistent with what the States and Congress will be saying.

Talking Points:

. This Administration is committed to moving people from welfare to work. It’s
also committed to making sure workers get at least the minimum wage for their

efforts. Workers shouldn’t be paid a subminimum wage, whether or not they
come off the welfare rolls.

. The Administration, however, is still studying precisely how the FLSA and other
worker protection laws play out in the welfare context; in particular, we're trying
to figure out if there are ways to address certain concerns that States have about
how application of these laws would actually work. We may not be able to do
that, but we thought it was worth making the effort to prevent a firestorm of
opposition from Congress and the States.

. We know this decisionmaking process has taken longer than you -- or we --
anticipated. But we thought it was worth the time to get things right. We expect

to have a final answer within the next couple of weeks.

Allowing privatization of assistance programs through waivers:

The new welfare law explicitly allows states to administer and provide Temporary
Assistance to Needy Families (T ANF) through contracts with private entities. Now, two states
(Texas and Wisconsin) are seeking federal approval to contract out certain functions of the Food
Stamp and Medicaid programs as well. (Private contractors determining eligibility for Medicaid



and Food Stamps would have to follow federal eligibility rules, since those programs remain
federally guaranteed individual entitlements.) These states believe that a competitive contracting
process will result in greater program efficiencies while protecting recipients. Organized labor is
concerned that privatizing these government functions will displace state and local government
workers (with a resulting loss of union membership) and will undermine beneficiary rights to due
process and confidentiality.

Federal agencies and the State of Texas have been negotiating since May 1996 over a
proposal from the State to privatize TANF, Medicaid, Food Stamps, and certain other federally-
funded nutrition programs. Under the Texas plan, private contractors would conduct the
application and eligibility determination process, and the state would certify the final
determinations. The State also would retain control over the appeals and quality contro!
processes. HHS still has not responded to Texas’s proposal. Rep. Charles Stenholm, one of the
Administration’s strongest welfare reform allies, complained about the delay to Frank Raines in a
February 24th letter, saying the state of Texas 1s “willing to make accommodations to address
administration concemns.” Secretary Shalala has promised Texas an answer within two weeks.

If the Administration does not allow private contracting for Food Stamps and Medicaid,
then states will be discouraged from contracting out the TANF program because having separate
eligibility systems would create administrative difficulties. For example, it would require some
individuals to go to one location to apply for TANF and another to apply for Food Stamps and
Medicaid, whereas now nearly all states have one-stop, government-run eligibility centers.

Current Administration thinking on this issue is to allow Texas at least a partial waiver,
allowing the State to privatize public assistance operations now performed by State employees.
We are still debating whether the Administration should allow Texas to privatize almost all of
what it wants to, or whether the Administration should insist that state employees retain control
over certain public assistance functions (most notably, the eligibility interview). We hope to
have a recommendation for the President by the end of the week.

Talking Points:

. We appreciate your concerns about the effect of granting waivers to states to
allow them to privatize public assistance operations, such as the Medicaid and
Food Stamps program.

. It is important, 1f we do approve these waivers, to ensure adequate protections for

recipients and assistance for displaced workers and we welcome any further
information you’d like to give us on these issues over the next few weeks.



MEDICAID ISSUES

Background

There is almost nothing about the Medicaid policy in the President’s budget that AFSCME
supports. They are opposed to having any Medicaid savings, arguing that recent downward
baseline adjustments mitigate the need for further deficit reduction contributions by Medicaid.
They oppose how we achieve the savings, arguing that a per capita cap could hurt vulnerable
populations and that cuts in disproportionate share (DSH) payments will hurt public hospitals,
the patients they serve, and the employees who work in the institutions. And finally, they are
extremely uncomfortable with providing more administrative flexibility to the states, publicly
arguing that it will subject beneficiaries to substandard care and reductions in access, and
privately worrying that states will contract out with non-union employees to administer
Medicaid.

At this time, there is nothing we can do relative to AFSCME’s concerns about how we achieve
our savings. Our budget is now public and we certainly cannot run away from the per capita cap
and the DSH savings proposals. Although they will grumble about our savings policy, AFSCME
understands we cannot modify it at this stage in the process. Instead, they are focusing on two
issues that they believe we can address: (1) the allocation of DSH savings and (2) our yet to be
submitted state flexibility language, particularly as it relates to personnel requirements.

DSH Allocation/Targeting.

AFSCME and the public hospitals agree that there may be limited savings in DSH, but only if it
1s combined with much better targeting of DSH dollars to the hospitals they say are providing
care to the greatest numbers of uninsured, underinsured and high cost Medicaid patients -- the
public hospitals. While most of the players (the private hospitals, public hospitals, physicians,
the unions, consumer groups, and even some states) all acknowledge there could be better
targeting, no one agrees on how best to do it. It is for this reason that we chose to punt on this
issue, saying that we wanted to work with interested parties on how best to design an improved
allocation formula. Consistent with that, we have already held meetings in the last week and a
half with both the unions and the public hospitals, and we plan do to more.

Talking Points:
. I understand your concerns about both the size of the DSH cut and the need for

better targeting of these dollars. We agree that we need to find ways to better
target dollars, but -- as you know -- the devil 1s in the details.
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. We did not release a specific, new targeting formula because we thought it would
more likely hurt, rather than help, the chances of reforming the current allocation
approach. If we went ahead with almost anything, the states and many hospitals
would have used up all of their energy killing it, rather than working together to
find consensus on this difficult issue.

. We have held some constructive preliminary meetings with your policy experts on
this issue, and we plan on doing more. Let’s keep talking to see if we can come
up with something we both can agree on.

State flexibility/personnel requirement issues.

AFSCME is particularly concerned about two provisions in our Medicaid flexibility
proposal: (A) the elimination of the waiver process for managed care and (B) a proposal
potentially allowing more extensive privatization of the Medicaid program.

Elimination of managed care waivers. AFSCME opposes the elimination of the
managed care waiver process. They like this process because 1t gives them time to weigh in on
issues they are concerned about, thus giving them the opportunity to push the Department to
make changes before final approval. AFSCME recognizes, however, that our proposal to
ehminate the waiver process is extremely popular with the Governors and would be difficult to
back away from. Their more realistic goal is to persuade us to develop new quality standards
that would address many of the same concerns they now raise in the waiver process. While they
will push us in this direction, you should be careful about promising them to participate in our
Medicaid flexibility drafting process.

Proposal allowing Medicaid privatization. AFSCME is significantly concerned about
our proposals to relax personnel requirements on state Medicaid programs. They charge that
such changes will undermine quality and, at least as important to AFSCME, potentially lead to
further reductions in force in Medicaid programs around the country. They believe, for example,
that allowing non-government employees to make eligibility determinations may create conflict
of interest problems for companies that are also overseeing managed care plans. (AFSCME is
similarly concerned that the Administration will grant a waiver to certain states allowing them to
privatize significant parts of many of their public assistance programs, including Medicaid and
food stamps. An earlier section of this memo addresses these issues.)

Unlike the new welfare law, our current Medicaid language does not unambiguously
allow states to completely privatize the administration of the program. The language could be
interpreted broadly, however, to allow quite extensive privatization. The Administration is still
trying to determine exactly how we want to interpret our new Medicaid proposal, particularly on
the issue of whether it would allow private personnel to make eligibility determinations. We



have an interagency/OMB/DPC working group finalizing our position in these issues.
Talking Points:

. I understand your concerns about the Medicaid flexibility provisions. We want to
work with you on these important issues.

. While we cannot back-track on our position on the elimination of the waiver
process, we do want to work with you to assure that appropriate quality standards
are in place. When we send up the statutory language, you will see that we are
improving our Medicaid quality provisions.

. We understand your concerns about the merit system protections. We are
committed to adopting an approach to administering Medicaid that assures a high
quality program. I know you have met with Donna Shalala on this issue and I
believe we should continue our conversations.
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Additional Q&AS on TIES
Q Texas says that all they want to do is let private employees collect data and let public

employees determine eligibility. What is wrong with that?

A There would be nothing wrong if that was what Texas would be doing under the TIES
project. We want to help Texas go forward to make its programs efficient, but still be
consistent with current law and protect the beneficiaries. We offered the State several options
to move forward and believe any of them could be the basis of a mutually acceptable
agreement. These options were designed to let the state proceed as quickly as possible with
their RFO, because they would be consistent with all of the relevant statutes and regulations
governing cash assistance, Medicaid, and Food Stamps.

However, our current understanding is that Texas may want to accept an offer that goes
beyond this, that would combine data entry with eligibility assistance. In fact,

most if not all activities involving personal contact with an applicant or recipient, including
data entry during an interactive discussion with the applicant, have the potential to involve
the use of discretion or judgment, and to directly influence or affect the eligibility
determination process. According to Food Stamp and Medicaid laws and regulations, these
activities, and any other activities in which specific eligibility criteria are discussed with an
applicant or eligibility-related information is collected and evaluated, must be performed by a
State merit system employee.

Q You say that you offered Texas a sub-State waiver. But Texas said that even if their waiver
demonstration project was successful, you would never allow the State to implement the,
project statewide. Isn’t this unreasonable?

A One of the options we offered the State was to submit a waiver for a time-limited, sub-State
demonstration. This is a reasonable approach for allowing states to test new, untried
programs. And it is a practice that we have {ollowed to enable states to test other innovative
programs to help move people from welfare to work. For example, initially we allowed states
to test time limiting cash assistance and imposing a family cap, only on a sub-state, time-
limited basis.

However, if Texas’ sub-State project was successful, we would be more than willing to look
at a range of options to extend the project statewide, including any state flexibility or
legislative proposals which might let them proceed.

Q Today the Dallas Morning News is reporting that Texas State officials have revised their
proposal and are now focused on replacing the State's computer system. How do you
respond?

A We cannot comment because we have not seen the States’s latest proposal yet. However, we

want Texas to move forward and make their programs efficient, while remaining consistent
with current law and protecting beneficiaries. We have provided options designed to let the
State proceed as quickly as possible with their RFO, because they would be consistent with
all of the relevant statutes and regulations governing cash assistance, Medicaid and Food
Stamps. So we believe that the State’s goals are achievable within the authority and flexibility
permitted by law and look forward to hearing back from the State on how it intends to
proceed with its project.
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Q&A's on Texas TIES letter

Q

A

Texas State officials say that the letter sent today for all purposes blocks the State from
proceeding with its project. How do you respond?

Inlast week's meeting, we told Commissioner McKinney that Texas could proceed with its’
Request for Offers (RFO), under the conditions we discussed. We agreed to provide the
State with a letter recounting our meeting. The letter clarifies the flexibility available to the
State under current law, the limitations regarding functions which must be performed by State
merit system employees, and next steps in the process of moving forward with the TIES
project. The letter was sent to Commissioner McKinney this afternoon.

Does the letter say anything differem than was discussed in the meeting?

No. The letter restates the issues and guidance we discussed in last week's meeting. We want
to help Texas go forward to make its programs efficient, but still be consistent with current
law and protect the beneficiaries of the three federal programs - cash assistance (TANF),
Medicaid and Food Stamps.

In Governor Bush's letter to Secretary Shalala, be says that Texas will proceed with a
different way to achieve its goals. What will you do if Texas implements its project without
your approval?

We share Governor Bush's goals to move forward as quickly as possible and make Texas’
programs efficient, but we must be consistent with current law and protect beneficiaries.
Since Texas first contacted us, we have working closely with the State to resolve many issues
related to the development of the TIES project, a highly complex undertaking by the State
that involves the integration of three large Federal programs. We have provided options
designed to let the State proceed as quickly as possible with their RFO, because they would
be consistent with all of the relevant statutes and regulations governing cash assistance,
Medicaid and Food Stamps. So we believe that the Governor's goals are achievable within
the authority and flexibility permitted by law and look forward to hearing back from the State
on how it intends to proceed with its project.
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As some Republicans in Congress have suggested, doesn’t your guidance contradict the
welfare reform bill which grants states the flexibility to run their own programs?

No. Based on the welfare law that the President signed in August, Texas already has the
authority to proceed now with the welfare portion of their proposal. However, Congress and
the President retained the laws on Medicaid and Food Stamps because they have different
missions and serve different people. Our guidance to Texas is consistent with current law.

Remember, Texas is proposing a big, complex undertaking that involves three large
programs: cash assistance, Medicaid and Food Stamps, which are overseen by two separate
federal departments and which have different rules and regulations. We want to move
forward to help the State make its programs efficient, but we must be consistent with current
law and protect beneficiaries. And we have told the State that they can proceed with their
RFO based on the conditions we discussed, i.e. consistent with all of the relevant statutes and
regulations governing cash assistance, Medicaid and Food Stamps.

This Administration has a long record of supporting state flexibility. We granted 80 waivers
to 43 states to test innovative strategies to move people from welfare to work. We have
granted 13 Medicaid waivers to help states make their programs more efficient and effective.
And President Clinton signed the welfare law last year that gives states additional flexibility
to design their cash assistance programs. However, we must be consistent with current law
and the President’s first priority is to protect beneficiaries of these programs.

Some members of the House of Representatives (Shaw, Johnson?) are talking about a bill to
approve the Texas project. Would you oppose legislation?

It is unwise for Congress to legislate on administrative actions that should be worked out
between program agencies and our state partner. Based on the welfare law that the President
signed in August, Texas already has the authority to proceed now with the welfare portion of
their proposal. However, Congress and the President retained the laws on Medicaid and
Food Stamps because they have different missions and serve different people.

We want to help Texas move forward to make its programs efficient, but we must be
consistent with current law and protect the beneficiaries of the three federal programs - cash
assistance, Medicaid and Food Stamps - which have different rules and regulations. Today
we provided a letter to the State recounting the options we presented at a meeting with
Commissioner McKinney last week and we have told Texas that the State could proceed with
its Request for Offers (RFO), under the conditions we discussed.

Could Texas ask for a waiver of the current law?

We understand that Texas is seeking a state-wide, integrated project. At our meeting with
Commissioner McKinney last week, we said that the State could submit a limited scope
waiver for a specific subgeographic area. However, the State officials told us they were not
interested in such a waiver.



THE WHITE HOUSE
WASHINGTON

May 13, 1997

MEMORANDUM FOR THE CHIEF OF STAFF
FROM: . BRUCE REED, CYNTHIA RICE
SUBJECT: ADMINISTRATION DECISION ON TEXAS WELFARE PLAN

Today, HHS provided the state of Texas with written guidance under which the state
could release a “request for offers” (RFQ) for private contractors to operate state-wide system of
offices where residents would apply for Medicaid, food stamps, welfare, and other public
assistance. The letter recounts the options HHS and USDA officials discussed with Texas Health
and Human Services Commissioner Michael McKinney at their meeting on May 2nd. The Texas
proposal is known as TIES, the Texas Integrated Enrollment Services project.

The guidance notes that under current Medicaid and food stamp law:

. The state has broad authority to administer the Temporary Assistance for Needy
Families (TANF) program, the block grant created by last year’s welfare law, and
can use private contractors without limitation there.

. The state can also use private contractors to design and operate information
systems, develop and recommend revised eligibility processes, and provide
training and assistance in the management of TIES.

However, the guidance says:

. A non-public employee may not take actions involving discretion or value
judgments, including all elements of the benefit eligibility determination process
that relate to the evaluation of information provided by an applicant or which
bears on the eligibility decision.

. In an integrated enrollment system, most if not all activities involving personal
contact with an applicant or recipient, including data entry during an interactive
discussion with the applicant, have the potential to involve the use of discretion or
judgment and must be performed by state merit system employees.’
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Talking Points

The welfare reform bill passed by the Congress and signed by the President allowed
states to privatize their cash assistance programs, but did not change the law for

Medicaid or food stamps.

Q &As

The President believes states need flexibility to make welfare what it was meant to be: a
second chance, not a way of life, a system that helps people draw a paycheck instead of a
welfare check. That’s why he signed the welfare reform law last year in the face of much
opposition from many in his party.

We’re concerned that allowing a state to privatize Medicaid and food stamp operations
will not be in the best interests of program beneficiaries.

Current Medicaid and food stamp law makes clear that eligibility determination must be
performed by impartial, merit-based public employees.

We offered the state of Texas the chance to conduct a sub-state demonstration of
privatization, but the state declined.

The letter we sent Texas yesterday allows the state to proceed with contracting out for a
statewide computer system to do integrated enrollment. The state is also free to privatize
its welfare operations.

Question:  Haven’t you blocked the state from developing an integrated enrollment system?

Answer: No. The state could develop an integrated enrollment system so long as public

employees perform the essential eligibility determination functions. The state
could issue a “request for offers” seeking private contractors for those functions
which the law allows to be privatized -- designing and operating information
systems, developing and recommending revised eligibility processes, and
providing management training and assistance. The state could also privatize all
aspects of the Temporary Assistance for Needy Families program.
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How can you claim that data entry is eligibility determination?

Any activity which involves discretion and value judgments can affect the
eligibility decision. In an integrated process, the person who asks the applicant
questions about eligibility may be the same one that types it into a computer.

Doesn’t your guidance contradict the welfare reform law signed by the President
which grants states the flexibility to run their own programs?

No. Based on the welfare law that the President signed in August, Texas already
has the authority to proceed now with the welfare portion of their proposal.
However, Congress and the President retained the laws on Medicaid and food
stamps, Our guidance to Texas is consistent with current law.

How can you say the President supports state flexibility when he denies Texas’
proposal?

The President has a strong record of supporting state flexibility. First, after
granting 80 waivers to 43 states to test innovative strategies to move people from
welfare to work, he signed the welfare law which allows states to reform welfare
without seeking permission from Washington. The President has also granted 13
Medicaid waivers to help states make their programs more efficient and effective.
The President clearly supports state flexibility; however his first priority is
protecting beneficiaries.

Texas says it would expand health care to an additional 150,000 needy children
with the savings generated from TIES. How could the President oppose that?

Obviously, the President supports expanding health care coverage to uninsured
children -- his budget, and the budget agreement he negotiated with Congress,
would expand coverage to 5 million more children. | But he does not support
jeopardizing health and nutritional benefits to seniors, the disabled, and families
already on Medicaid in order to expand coverage to additional childreEJ

Would the Administration approve a sub-state waiver?

HHS and USDA officials told Texas representatives that they would consider a
sub-state project which was time limited and had an evaluation, so we could find
out the effects. However, Commissioner McKinney apparently indicated that the
state was not interested in such an option.
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Didn’t the President’s senior advisers propose another solution -- one that would
have allowed more privatization -- but the President rejected it?

The President did ask us to take another look at this issue. His principal
interest is what’s best for families who rely on Medicaid and Food Stamps, and he
wanted to make sure that the decision would be consistent with that interest,

Why did it taken the Administration so long to give Texas an answer?

¢
The Texas proposal is a very complicated project involvifig multiple federal
programs and agencies. There were a great many legal questions to consider.
And we wanted to make sure that the decision we reachlwas right and would
protect families who rely on Medicaid and food stamps.

Isn’t this just a payback to the unions?

Obviously, the unions feel strongly about this; so does the state of Texas. We met
with both during the decision-making process. However, we made our decision
based on what we think is best for the program beneficiaries.

Why do you assume that public employees are better than private ones in
protecting the rights of beneficiaries?

We are simply following the laws passed by Congress which are designed to let
states seek innovative approaches to improve the efficiency of benefit programs
while protecting the rights of beneficiaries. Making decisions about the eligibility
of needy people for benefits is one of the most fundamental functions of
government. o

Doesn’t the Medicaid program now allow private contractors to enroll
individuals?

No. Private employees, such as hospital workers, can only gather information and
forward it to state workers. They cannot evaluate it or make eligibility
determinations.

Would the President support an legislative amendment to allow Texas -- and
other states -- proceed?

We opposed granting individual state waivers legislatively -- that authority rests
in the executive branch. We would also oppose legislation which would
completely privatize or block grant Medicaid or food stamps. We would of
course want to see the language before commenting on any particular amendment.

4.
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Why couldn’t you just let the state release the Request for Offers and see what
particular proposals come back?

We are letting the state release the RFO. But we thought it was only fair to let the
state know what type of contracts we would approve and what type we would not
since the exact nature of the TIES system would depend upon the terms of the
agreement between Texas and the contractor.

We understand you’re planning to let Wisconsin privatize but not Texas.
How is that fair?

We have not responded to Wisconsin’s request. However, their proposal is very
different from Texas’ -- it would allow private contractors for food stamps in only
a limited number counties, in a time limited demonstration which would be

independently evaluated.
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The memo notes that the state-private partnerships
involved in Texas' original privatization plan posed
constitutional, legal and practical problems, apart from the
need for a White House waiver.

President Clinton's rejection of the original plan, delivered
in a private meeting between federal and state officials
May 2, rested upon a legal technicality: Food stamp
eligibility decisions can be handled only by government
employees.

As of Monday evening, Texas officials were still waiting
for a promised official written decision on the original
plan.

White House aides said Mr. Clinton chose not to waive
the food stamp requirement because he did not want poor
families to face profit-minded corporations when they
applied for government aid.

Republicans charged that Mr. Clinton stalled Texas' plans
because he wanted to repay labor unions for their
campaign support.

o
)

“c

A Texas congressional aide said Monday that the state's
fallback plan avoids the question of waivers because it
would treat private firms merely as suppliers, with the
government continuing to manage the newly consolidated
welfare programs.

"Clearly, that [contracting out data processing tasks] is
allowed under current law. So they wouldn't even need a
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waiver," said Ed Lorenzen, an aide to Rep. Charles
Stenholm, D-Stamford.

For several weeks, state officials, including Gov. George
W. Bush have been alluding to possible "alternative"
approaches to begin the privatization process in Texas.

According to the recent Health and Human Services
Commission memo, crafted by Commissioner Mike
McKinney in late April and titled "Alternative Approach,"
that plan would result "in a reduction of the number of
[welfare] eligibility workers from approximately 15,000
down to 10,000."”

Texas union officials expressed concerns about a
reduction 1n the numbers of state employees.

Texas would be losing "about a third of all people doing
the work," said Mike Gross, spokesman for the Texas
State Employees Union. "It seems like we are trying to
strip it down to the barest minimum."

He said that union leaders agreed that Texas needed to
address some inadequacies in the welfare program. "The
automation does need to be improved," said Mr. Gross.

The new plan would place the Health and Human Services
Commission solely at the forefront of any privatization
efforts, a move that might comfort federal officials
concerned about the different privatization partnerships
emerging in Texas.

For months, the Texas Departrent of Human Services and
the Texas Workforce Commission have been hinking up
with different prospective bidders in anticipation of
competing for $2 billion in contracts to run the welfare
system.

EDS, Lockheed Martin and Andersen Consulting have
emerged as the primary possible bidders for those
contracts. The proposal to privatize welfare services in
Texas has sparked national interest - and raised the
possibility of other states following Texas' lead.

"Though the vendor community estimates savings ranging
from 20-40 percent of the state's current $500 million
annual administrative cost ... actual savings may be less
and take longer to achieve,” according to the alternative
plan.

The alternative plan says that it would cost $150 million
to $200 million, funded through a mixture of state and
federal sources, to buy the new technology to begin
automating Texas' welfare system.

The memo also indicates that the initial moves toward

privatization would be concentrated on "automation,
software development, system testing” and other computer

05/14/97 17:22:26
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updates.

"We still need to procure a new automation system and we
still need to re-engineer the current work processes," said
Charles Stuart, spokesman for the Health and Human
Services Commission.

He said that the "alternative” proposal is strictly a
preliminary look at what Texas welfare officials have in
mind. Details of any future plan will probably be revealed
in the near future, he said.

A Texas Senate committee is scheduled Wednesday to
hear details on proposed legislation that would set
boundaries for any privatization of welfare in the state.

Texas may not need federal permission to reorganize its
welfare offices, but it will need Washington's approval to
win matching funds for start-up costs estimated at up to
$200 million, according to Michael Kharfen, a spokesman
for the U.S. Health and Human Services Department.

Mr. Kharfen said federal funds could cover just over half
of the modernization costs, if Texas first gets federal
approval of its proposed contractor, and of its
modernization blueprint.

But, he added, federal officials have long been prepared to
help Texas re-engineer its welfare programs. "This would
be a routine request [for funding]," he said.

By Bill Minutaglio and George Rodrigue / The Dallas
Morming News
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Welfare privatization not dead yet in
Austin ,

By POLLY ROSS HUGHES
and BENNETT ROTH

Copyright 1997 Houston Chronicle

AUSTIN -- The future of Texas' welfare programs looms today
as state legislators consider alternatives to a sweeping
privatization plan backed by Gov. George W. Bush but blocked
by the Clinton administration.

State Sen. Bill Ratliff, R-Mount Pleasant, planned to work late
into the night Tuesday putting the final touches on legislation
drafted along with Bush's office, the Texas Health and Human
Services Commission and the Texas Workforce Commission.

The original Texas plan called for a private company to screen
applicants for welfare, Medicaid, food stamps and an
assortment of social service programs.

While Texas officials say screening is not the same thing as
deciding who is eligible for benefits, federal officials
disagreed, and said current law requires government workers,
not private companies, to decide who gets Medicaid and food
stamps.

Ratliff, chairman of the Senate Finance Committee, was
expected to ask the state Senate's Health and Human Services
Committee to consider his alternative plan today.

The plan is expected to spell out exactly how far privatization
of Texas' welfare programs can go, both now and 1n the future.

Advocates for taxpayers, the needy and state workers also were
preparing to testify before the committee.

"I think the main thing we've been trying to highlight is urging
that we not convert our system of public welfare for the poor
into a system of private welfare for corporations,” said Bill
Beardahl of Texas Appleseed Advocacy Fund, a group of
lawyers who volunteer to advocate for people who are
under-represented.

[| Ratliff's substitution would replace a House bill that limits the

role of a private company to providing the automation for a
one-stop shopping approach for welfare benefits.

It remains to be seen whether Ratliff's proposal will include
amendments sought by Lockheed Martin IMS, one of several
large corporations hoping to bid on the state project.

The Lockheed amendments effectively would hold the door

05/14/97 17.08:17
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open for the state to return to a more sweeping privatization
program if federal officials can be persuaded to change their
minds, according to Gerald Miller, managing director for
Lockheed's welfare reform services division.

Bush, angry over federal rejection of his original plan, has
accused Clinton of bowing to labor unions rather than keeping
his promise to let states have more flexibility over welfare
programs. The unions fear the Texas project would set a
precedent that could eventually threaten the jobs of government
workers nationwide.

Federal officials Tuesday sent a letter to Texas Health and
Human Services Commissioner Michael McKinney, spelling
out the formal terms under which they could privatize an
assortment of social welfare programs.

The letter essentially repeats what McKinney was told in a
meeting with federal officials more than a week ago. Texas can
do whatever it wants to with the traditional welfare cash
program, which last year Congress converted from a federal
entitlement to highly flexible grants to the states.

But the Clinton administration set limits on how much the state
could privatize Medicaid and food stamps, two programs that
remain entitlements and are therefore subject to stricter federal
control.

The letter from Kevin Thurm, deputy secretary of the U.S.
Department of Health and Human Services, said the state could
contract with a private company to design computer systems
involved in the operation of Medicaid and food stamps. The
state also could use private employees to train and assist public
employees responsible for administering these programs.

But Thurm said the actual process of determining benefits,
including personal contact with applicants, must be done by
government employees.

The letter stated that Texas is eligible for federal compensation
for costs in planning the new program. Those costs have been
estimated at up to $200 million, according to a memo prepared
by the Texas Health and Human Services Commission.

Controversy over the Texas plan has sparked the interest of
state legislators and the state's congressional delegation. A
group of conservatives, including House Majority Leader Dick
Armey, R-Irving, and House Ways and Means Chatrman Bill
Archer, R-Houston, have requested a meeting with White
House Chief of Staff Erskine Bowles to discuss the matter.

"I am appalled by the White House action on this,” Armey said.

Armey said Tuesday that Bowles has promised to meet with
the group, but a date has not yet been set.

Meanwhile, a number of congressional Democrats who
represent urban districts in Texas with large welfare
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populations have sided with Clinton on the issue.

Rep. Sheila Jackson Lee, D-Houston, said she wants to be
included in any meeting with the Texas delegation to express
her view that government should retain some role in these
social welfare programs.

"Some private entities may not hold the same interest as the
federal government in providing assistance to those who are
less fortunate in our communities,” Jackson Lee stated in a
draft letter to Bowles, which was circulated to the delegation's
Democrats.
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Houston Chronicle Interactive

Clinton administration should approve state's

Section: Editorial
welfare plan

Texas wants to "end welfare as we know it," but the Clinton
administration is standing in the way.

Need we remind that the key impetus behind welfare reform
was granting states the ability to design assistance programs
that meet the particular needs of their needy? Texas, as well as
others states, did that, understanding that the federal

HCT's Editorial forum government would promptly review their proposals and
respond within 60 days.

Recent related stories: - . L
However, pressured by labor unions as well as harboring its

o Today: Welfare own objections to Texas' proposal to privatize the screening of
privatization not dead yet in || Welfare applicants, the Clinton administration has left the state
Austin twisting in the wind.

o Tuesday: Clarence Page: So . ' o N .
far, so good for welfare Nine months have passed, and Texas is still waiting with no

reform good explanation as to why.

o Saturday: Policy touted in . ) . o
slicing aid rolls Mike McKinney, Texas' commissioner of health and human

o Thursday: Texas services, recently went looking for an answer in meeting with
conservatives pushing representatives of the Department of Health and Human
Clinton to OK welfare plan || Services and the Department Agriculture. He found none.

& May 6: Bush probes options

for welfare plan This past week, a delegation of Texas lawmakers, including
r May 3: White House rejects | | Sens. Phil Gramm and Kay Bailey Hutchison and Reps. Bill
governor's welfare plan Archer and Tom Delay, sent a letter to White House chief of
= May 1: Housc flexes muscle | | staff Erskine Bowles expressing support of the state’s plan and
on welfare bill requesting a meeting to discuss the matter. To date, a meeting

has not been scheduled.

To get the administration's attention, however, Gramm 1s
holding up Senate confirmation of Clinton's nominee for
assistant secretary of HHS, and Hutchison is looking for a
legislative back door.

It's unfortunate that the senators had to resort to political
machinations to get Clinton's approval. But it's more unfair that
Texas cannot move forward with letting bids for the five-year,
$2 billion contract to privatize its welfare program.

The Texas plan is unique. Privatizing welfare has never been
attempted and, thus, the caution flags wich are being raised.
However, as the delegation's letter stated: "the proposal put
forward ... is an integral component of Congress' and the
president's continuing goal to “end welfare as we know it,' by
allowing states to reduce administrative costs and focus on
serving those in need."

Texas should be allowed to go forward with its welfare plan.
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OK welfare plan

Section: National

By BENNETT ROTH
Copyright 1997 Houston Chronicle Washington Bureau

WASHINGTON -- Despite a lack of consensus within the
state's delegation, conservative Texas lawmakers have
intensified their efforts to press the Clinton administration for
approval of a controversial state welfare plan.

On Wednesday, eight lawmakers requested that President

HCT's National News forum Clinton's chief of staff, Erskine Bowles, meet with them later
. this month to discuss Gov. George W. Bush's plan to let a
Recent related stories: private company run the state welfare system.
= Today: Welfare .|| Last week the Clinton administration said that a private
privatization not dead yet in |} company could take control of some parts of the welfare
Austin system but could not determine eligibility for benefits. A
= Tuesday: Clarence Page: So [ nymber of congressional Democrats from Texas have
far, so good for welfare concurred.
reform
= Monday: Chronicle {1 However, Bush has not accepted the administration's response
editorial: Clinton and the lawmakers, in their letter, said they would lobby for
administration should endorsement of the state plan.
approve state's welfare plan
- Saturday: Policy touted in "We believe that the proposal put forward by Texas is an
slicing aid rolls : integral component of Congress' and the president's continuing
= May 6: Bush probes options || goal to “end welfare as we know it,' by allowing states to
for welfare plan reduce administrative costs and focus on serving those in

-~ May 3: White House rejects need,” the letter stated.
governor's welfare plan

- May 1: House flexes muscle | The Jetter was signed by the state's Republican senators, Phil
on welfare bill Gramm and Kay Bailey Hutchison, and by prominent House
Republicans, including Ways and Means Chairman Bill Archer

of Houston, Majonty Leader Richard Armey of Irving and
Majority Whip Tom DeLay of Sugar Land. Rep. Sam Johnson,
R-Plano, also signed the letter.

Two conservative Democrats who represent largely rural areas,
Charles Stenholm of Avoca and Ralph Hall of Rockwall, also
signed the letter.

Bowles spokeswoman Beverly Barnes said the letter was
received and the request for a meeting would be considered.

While the lawmakers are hoping that a meeting with Bowles
may resolve their differences, they are threatening other more
confrontational measures.

To place pressure on the administration, Gramm is blocking
Senate confirmation of Kevin Thurm, a Clinton nominee for
assistant secretary of Health and Humans Services.
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The senator's spokesman, Larry Neal, said that Thurm is the
HEHS official responsible for dealing with the Texas welfare
program.

"His nomination will remain pending until this issue is
disposed of," Neal said.

Hutchison said she had hoped to add an amendment regarding
the Texas plan to a bill authorizing emergency flood aid in the
Senate. However, she acknowledged that she likely would have
to find other bills.

"We are looking for a legislative vehicle," Hutchison said. :l

A number of Democrats, particularly those who represent
urban districts with large numbers of welfare recipients, have
sided with the president and have criticized the plan.

Rep. Gene Green, D-Houston, said that a private company
should not be determining who gets welfare benefits. The
congressman also said he would have gone further than the
president and would have approved only pilot privatization
programs in non-urban areas where fewer welfare recipients
would be affected. —

"I have too many people in my district who depend on those
services," said Green, who represents a largely Hispanic district
spanning the north and east sides of Houston.

Green said he was not contacted by the lawmakers seeking to
meet with Bowles, but said he hoped the administration would
include Democrats such as himself in any meeting.

Reps. Nick Lampson, D-Beaumont, and Martin Frost,
D-Dallas, also support the president's decision on the welfare
proposal.

Lampson spokesman Jonathan Brown said the president has
"interpreted where the Texas proposal 1s not in fact legal. We
support that interpretation.”

Vince Willmore, a spokesman for Houston Democrat Rep. Ken
Bentsen, said that while the congressman has not taken a
formal position on the Texas welfare plan, "he does have real
questions about nongovernment employees determining
eligibility for government benefits."

A spokesman for Rep. Jim Turner, D-Crockett, said he was
asked to join the conservatives and sign the letter, but declined
because he is undecided on the issue. '

A spokesman for Democratic Rep. Sheila Jackson Lee, whose
district encompasses much of inner-city Houston, said she had
not been invited to participate in the request for a meeting with
Bowles. Spokesman John Brennan could not say where
Jackson Lee stood on the issue.

20of3 05/14/97 17:14:06



}* T '05/14797  18:36 2B
MHY~149 9f 1gicy rruJl'i: Ui r4al FHUC:@:OU‘l
©¥5/14-97 16:48 . ND.BB8 PBOZ2

Congress of the United States
Hashington, DL 20515

May 15, 1997

Pregident William J. Clinton
Tho White House
Washington, DC 20500

Dear Mr. President.

Eight of ocur ¢olleagues in Congreas have askad Mr. Erskine
Bowles for a meeting to discuss federal permission to privatize the
system for determining welfare eligibility in Texas.

Contrary to what gome of our celleagquee hava gaid, a walver
that would allow Texas to privatize the eligibility determinatien
for goclal services is not supported by avaryone in Texas. We
understand the recaent detco¥mination by the Department of Fealth and
Human Services regarding the Texas Integrated Enrollment Sydtem.
Under federal law, the declsion te grant or deny eligibility must
remain with the state and state workers. Improvements in automation
are ocne thing, but the diecretion to decide the fate of welfare '
applicants shculd not to be taken from public gervants. Publicly
funded programs dagerve public accounta ilicy. —

Whatever grey area lies in thic situation is now being
addressed by the Texas Legislature. A bill laying down rles for
achieving "one-stop shopping” for welfare has passed the Texae House
and 1s set for hearing this wesX 1in the Texas Senate. The
legislative pession snde June 2 and we beliava lawvmakere are ready
to take action.

We a2sk that you let gtand your cablnet’'s decision to henor the
integrity of programs that serva recipientn of Madicaid, food sotamps
and other services. The welfare clients in Texas deserve a solution
deviaed by our lawmakers. Pleage allow the Taxas Legislature to
work its will on this delicate matter without any further federal
actien.

" 8incerely, .

FRWTT) Om AECTICLED PaP A
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